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TOUCHE ROSS

REPORT

ON PROGRESS

AND

PERSPECTIVES

1978

LETTER FROM
THEMANAGINGD
As I look at the firm's accomplishments
in 1977, I am struck by two different feelings. I am at once delighted by our past
success —1977 was the best year yet for Touche Ross —and I am also filled with a
sense of anticipation. Everywhere, there is a new spirit, a new commitment to growth
and professional excellence, and I believe that we are poised on the threshold of the
most challenging and exciting era in the history o f our firm.

The highlight of 1977 was our merger with
J. K. Lasser & Company, the largest merger ever to take place in the accounting profession. It places us solidly in the middle of the Big Eight accounting firms. Almost as
impressive in the long run, however, is our record of steady internal growth in revenues
and earnings —1977 was the firm's most profitable year thus far. Worldwide revenues
exceeded $350 million. In the United States,net services reached $185 million, an increase
of 12 percent over 1976, and domestically net worth stood at $65 million. (These figures
do not reflect the Lasser merger.) We achieved strong real growth, as well, increasing
our chargeable hours by more than 7 percent. We have made changes in our organizational structure, which have resulted in better lines of communication, an expanded
emphasis on client service, and an even stronger program of resource development. Our
Washington Service Center continues to expand, providing better service to our clients
in their dealings with the various Federal agencies. We have admitted 100 new partners
worldwide and have brought partners from outside the firm to add significant experience in selected areas of need. Professionally, we continue to take strong leadership. The
work of the FAF Structure Committee,in which we participated, will help keep the setting
of accounting standards in the private sector. Our first peer review, recently completed

by Price Waterhouse, was highly favorable, and our public image has never been better.
Internationally, we have continued to make significant progress, bringing over 90 percent of our worldwide volume into the global partnership of Touche Ross International.

Individually, then, each member o f the firm
can take pride in our accomplishments this year. I believe, however, that this report
should provide us with more than merely an opportunity for listing the year's highlights
or for congratulating ourselves on a job well done. This year, we are taking the title,
Progress and Perspectives, more literally than we have in past issues. Certainly our report
will outline the progress the firm has made during 1977. But it will also challenge us to
pause for a moment, to stand back from the tremendous demands o f our professional
lives and gain a broader perspective on the place of Touche Ross in both the profession
and society.

The actual structure of Progress and Perspectives reflects this approach. Immediately following this letter, we will outline the
changes that have taken place within the firm during 1977, emphasizing growth, innovation, and our continuing commitment to the highest professional standards. The next
section will examine some of the issues facing the profession itself, and will outline our
firm's leadership and response. Finally, because the "outside" world has a much greater
influence than ever before on our profession,we have asked leaders from other professions
and disciplines to comment on the ways in which they are responding to a changing
world environment. Indeed, "meeting the challenge of change" can stand as the theme
of this year's Progress and Perspectives.

It is not a new or even original theme.
Three years ago, in the first issue of Progress and Perspectives, I opened my letter by
noting that "the accounting profession has changed dramatically in recent years." I f
anything, the change in our professional world has accelerated during the intervening
time. Many of the factors responsible in 1975 for these ongoing changes are still with
us.The worldwide concern about inflation has not abated. Credit crises are still commonplace. There is widespread concern about capital depletion, and in the Touche Ross
Survey on Tax Reform, an opinion study based on interviews with chief executive officers
of major U.S. corporations, 49 percent of the sample of Fortune 500 CEOs specifically
singled out capital formation as one of the most serious problems facing the U.S.
economy. The recent fluctuation o f the dollar raises the question, still once again, of
the volatile nature of currency relationships. Tightening credit, the stock market's
performance and a host of other economic developments and pressures are exerting a
profound influence on our business climate.

Throughout the w o r l d , society has increased its demands on the institutions that serve it. In the U.S. we have witnessed growing governmental interest in how our profession conducts itself. This past year, for
example, the Metcalf committee broadly criticized the accounting profession. Both the

SEC and the IRS continue to raise questions about standards and independence which
must be answered. Abroad, governments in countries as geographically disparate as
Japan and Italy are beginning to require fuller accounting in all senses from the businesses that operate within their borders. Everywhere, the consumer movement continues
to grow in strength and, more importantly, sophistication. One result is an increasing
insistence on responsibility in all sectors o f national and international life.

Many of us, both in our professional
and non-professional lives, wonder where the world is headed. We may not like many
of the changes we see — change is always disquieting, at the very least. We can take
some comfort in knowing that in our awareness o f change, we are no different than
our ancestors. Some 2,500 years ago the Greek philosopher Heraclitus looked at his world
and concluded that "nothing endures but change." Closer to our own time,John Stuart
Mill, the English philosopher, recognized that his own lifetime, the nineteenth century,
was an age of acute change. In one o f his essays, written in 1832, he noted that the
present age was "an age o f transition." "Mankind," he said, "have outgrown old institutions and old doctrines, and have not yet acquired new ones." While much has
happened since Mill wrote these words, I believe that his observation retains its
relevance. We are still living in an age o f transition. Both as a profession and as a
society we are attempting to modify existing institutions, develop new ones and formulate new doctrines to replace those which have outlived their usefulness.The accounting
profession's continuing self-examination represents a serious attempt to frame both
institutions and doctrines that effectively meet today's challenges.

What is ultimately important is how we as
individuals and as a firm react to change and to the pressures it places upon us.
At Touche Ross, we do not look on the perpetual state of change with dismay. Instead,
we welcome change as an essential stimulus to continued growth and development.
I f we are to protect our interests and enhance our position we must go even further: we
must stand at the core of change.

Russell E. Palmer
Managing Director
and Chief Executive Officer
Touche Ross International

"Our care for peop
is the primary stand
against which ou
performance
in mana
change should be jud
H. S. TATE, ON MANAGEMENT

A
CHANGING
FIRM
Growth
efficiencies that only size can offer. Our size
In a year of steady
growth and adaptation to change, the most also gives us the resources to develop new
important single event took place on August areas of expertise. At the same time, Touche
Ross remains flexible enough within the Big
20, 1977, when the practice of J. K. Lasser
Company merged with Touche Ross. It was by Eight to respond quickly and sensitively to the
far the largest merger in the history of the needs of our varied clients.
accounting profession, resulting in a draDuring a press confermatic shift in the ranking of the Big Eight ac- ence held to announce the merger, Russell
counting firms. The combined practices now Palmer was asked whether or not the firm's
place Touche Ross among the top four firms, goal was to be "number one."In reply,he noted
probably third, a goal we had set to achieve that "we have no desire at this time to be the
by 1980.
largest firm." Instead, he stressed, our goal is
At the time of the mer- to "be the best."
Although the Lasser merger, J. K. Lasser's net services stood at approxiger was by far the largest, it was not the only
mately $36 million, and nationally, the firm
merger to take place within the firm during
had 27 offices, 144 partners and a total staff
of 1,000 persons. (Lasser's international prac- 1977. There were others in Mexico; Japan;
tice was not involved in the merger.) The Australia; Korea; Topeka, Kansas; Los Angeles,
combined firm now has approximately 700 California; and Morristown, New Jersey.
domestic partners, 1,500 worldwide partners,
New
and a total staff of 15,000.
As a result of the merger, Engagements
Touche Ross can now offer improved service
While mergers added
capability in certain industries. J. K. Lasser, for clients and opened doors to new opportunities,
example, brings new strength in tax services
the firm continued to grow broadly and
and in the publishing and communications steadily by attracting a sizable body of new
industries.
audit, tax, and management services clients. In
Touche Ross' position in giving their reasons for choosing Touche Ross,
the middle of the Big Eight offers considerable our new clients often cited such factors as
breadth of services, innovative approaches to
advantage. The firm is at once large enough
difficult problems, and services that met
to provide quality service anywhere in the
special
needs.
world and to take advantage of the operating

Among new commercial
In addition to serving as
a partial record of the firm's new engagements banking clients are a number of important
for 1977, the following list suggests the range of additions. The Deutsch Überseeische Bank, AG,
an international bank with operations in the
Touche Ross' activities in a number of vital
Pacific and South America,and the Hamburger
industries.
Landesbank, one of the major German stateOur growth this year in
the insurance industry exemplifies how indus- owned institutions, have engaged our professionals in Frankfurt, Germany. Elsewhere, our
try specialization helps us provide the service
Jakarta
office is auditing the P.T. Bank Pacific,
our clients need. Only a few years ago our insura
foreign
exchange bank in Jakarta with branch
ance clients were limited;in contrast, insurance
is now one of Touche Ross' most important in- offices throughout Indonesia.
dustries. The new clients listed below join a disDuring 1977, the firm
tinguished roster that includes the Prudential
continued to attract new publicly-held clients,
Insurance Company of America, Allstate, CNA,
many of whom are listed on the New York and
Sun Life Assurance Company of Canada, and
the American stock exchanges. In Houston, for
Phoenix Assurance Company, Ltd.
example, Touche Ross was named auditors for
Southdown Corporation, a diversified firm
In a major new insurance listed on the New York Stock Exchange.
engagement, we were named auditors of Southdown engages in oil and gas operations
Brentnall Beard, one of the world's largest inter- and in producing and marketing cement,malt,
national insurance brokers. Touche Ross has sugar and candies. The New York office was
been engaged, as well,by California Windsor, a chosen to audit another NYSE client, the
new insurance subsidiary of E.F.Hutton Com- Seagrave Corporation, a manufacturing conpany, to provide auditing and management serv- glomerate with sales revenues exceeding $100
ices. California Windsor includes four life
million. Among its activities,Seagrave designs,
insurance companies — two in the U.K. —and engineers, manufactures, and installs custom
two marketing companies. In other engage- architectural metal and glass building prodments, the firm was named auditor for Com- ucts. Another NYSE company we have been
mercial Bankers Life Insurance of Newport
named auditors for is Lanier Business ProdBeach, California,and for Central States Health ucts, Inc.
and Life Company of Omaha, a rapidly growAmong new American
ing firm that operates nationally and has built
Stock Exchange clients are Genge, Inc., an engia reputation for innovation in mass marketing. neering, architectural and land-surveying firm
Our experience in dealing successfully with
with major offices in Los Angeles and San
unusual and difficult audit environments has
Francisco; Inflight Services, a company that
led to our engagement by the National Flood
licences motion pictures to airlines; and DisInsurers Association, a pool of 132 property and count Fabrics, a discount retailer with 70 stores
casualty companies.
located in the western United States.
The savings and loan inTouche Ross added two
dustry represents another vital area of growth
new catalog display store clients during the
for Touche Ross in the United States. With assets year—we now audit four of the five largest
approaching $340 billion, savings and loan in- firms in this field. New in 1977 were Service
stitutions finance more than half of the nation's Merchandise Company, a major catalog showsingle-family housing. In terms of market pene- room merchandiser, operating throughout the
tration, Touche Ross now stands third among
southeast and midwest United States, and H.J.
accounting firms serving this industry, and dur- Wilson, which has outlets in the southeast and
ing the recent past, we have been engaged by Texas. During 1977, Wilson had sales in excess
more than 40 new savings and loan clients.This of $120 million.
record of achievement includes four savings
A major new client in
and loan institutions with assets over $1 billion Memphis is Dunavant Enterprises,a diversified
each —County Federal, Rockville Centre, New and privately-held corporation — the largest cotYork; City Federal, Elizabeth, New Jersey, San
ton merchandiser in the United States, with
Diego Federal,San Diego,California; and one of other interests in coal mining and farming. In
our newest clients, Midwest Federal, Minne- Boston, our firm is auditing Ocean Spray, a
apolis, Minnesota.
prestigious agribusiness cooperative. St. Louis

has been named to audit the Rexall Drug Com- engagement by the National Institute on Drug
pany, a privately-held manufacturer and dis- Abuse, we will provide approximately 100
tributor of drugs and related products. The
management reviews of drug abuse treatment
Metropolitan Water District of Southern
programs. In New Zealand, we continue our
California, another new audit client,has assets extensive work for the government's Departof over $1.8 billion and annual gross revenues
ment of Health; our most recent engagement
of $80 million. It is probably the largest water
there is to design a system of project managedistributor in the U.S.
ment control. In Barbados, the firm is advising
Touche Ross profession- the government on a number of projects,
als in Saudi Arabia have been appointed to
including the development of an accounting
perform all audit and tax services for the
system for the newly-created Port Authority.
world's largest construction undertaking, the Working in cooperation with the Canadian
Jubeil project. At a cost of $90 billion, invested International Development Agency,Touche Ross
over a ten- to fifteen-year period, the Jubeil
is developing an overall electronic data procproject will create a city on the eastern edge of essing plan for the Government of Jamaica. In
the Saudi Arabian desert,in an area now popu- Egypt, we are involved in a major project to set
lated almost solely by oil wells.
up a modern accounting system for the
In Denmark, our firm has Egyptian Railway. And in Iran,we continue our
added two major clients: Rustfri Stålmontage work to help create a viable coast guard.
Group, manufacturers of stainless steel equipOne of the firm's most
ment, and Skaelskør Frugtplantage A/S, manu- important and dramatic consulting engagefacturers of fruit conserves.Our Montreal office
ments continues to be our work for the City of
now audits Trizec Corporation, Ltd., a billion- New York We are helping implement the city's
dollar real estate company,and MSN Industries, accounting policies, accounting and budgetary
a manufacturer of heavy equipment. In Tokyo, reporting systems and chart of accounts. In
major new clients include: Brown Boveri Japan, new engagements, we are now working with
Ltd; TBS — Britannica Yearbook Co., Ltd.; the Pennsylvania Department of Welfare. Our
Amada; Sulzer Japan; and Japan Siber Hegner. firm is designing and installing a management
information system for the department and
Our management servwill also develop a similar system for the
ices clients continue to increase,as well. Norton
state's Medicaid program. The Kansas City
Simon Inc., a diversified consumer products
office has begun a comprehensive managecompany with annual sales of $1.8 billion, has
ment and operations review of the Iowa Social
engaged us to evaluate certain product lines
Services Department. The North Carolina
from a management and financial strategy perDepartment of Crime Control and Public Safety
spective. The legal counsel for the Campbell
has asked Touche Ross to prepare a criminal
Soup Company has engaged the firm to assist
justice master plan for the state, and in
it in an antitrust suit filed by the H.J. Heinz
Colorado, we were engaged by the state's DeCompany. We are carrying out a major study of
partment of Corrections to work out a statemanufacturing systems for Square D Company,
wide corrections plan. Similarly, we have
a producer of electrical equipment. For the
begun consulting work for the Florida DepartCorporation for Public Broadcasting, Touche
ment of Offender Rehabilitation, and will preRoss is working on a system to interconnect
sent a new master plan for criminal justice.
broadcast satellites. In New York, we are designWe have just been engaged by the City and
ing a financial information system for the
County of San Francisco to carry out a study
New York Public Library. And the firm is carryof indirect cost allocation.
ing out a management audit for Iowa Electric
Power Company, as well as other consulting
New
engagements in public utilities for such organizations as the Pennsylvania Public Advocate. Organization
As even this highly
Some of the firm's great- selective list of new engagements suggests,
est advances this year—as in the past —have Touche Ross must meet an astonishing variety
taken place in the public sector, an area that
of client needs, ranging in complexity from
combines growth potential with an opportu- straightforward audits of privately-held clients
nity to perform public service. In our latest
to large,international consulting projects. From

this list, the firm's worldwide involvement
should be obvious, as well. Managing such a
widespread, multinational organization
requires flexibility, responsiveness, excellent
communications — and an ability to anticipate
and work with change.
The reorganization carried out in the spring of 1977 aimed at satisfying these demanding requirements. At the
same time, it recognized that as the firm
grows larger and more diverse and offers expanded services, it must continually update its
organizational structure to meet new challenges. This can best be done by an effective,
coordinated management team.
The new team in addition to the Managing Partner consists of:
1) the heads of the firm's three professional
functions: the directors for Accounting and Auditing, Tax Services, and Management Services.
2) the four directors for operating functions:
Client Service and Development,Resource Development, Operations, and Planning.3) the heads
of the five operating regions in the United
States —the regional partners. 4) the Executive
Committee: the regional partners, the directors
of operating and professional functions, the
firm's counsel, and certain senior partners.
5) the Management Committee, a new group
which will meet frequently to assure effective
coordination,delegation,and continuity.
That,briefly, is the firm's
new management structure in the United
States. Among the practical goals of the reorganization are: shorter lines of communication, flexibility, total client service, and
improved planning capability.
To shorten lines of communication between management and line
operations in the U.S., for example, we have redefined the role of the five regional partners.
They have been freed from local office duties to
devote their full time to the development and
operations of the offices within their geographical regions. Working closely with the regional
partners, the National Director of Operations
will take increased responsibility for the firm's
day-to-day operations.

client service and development, working to
expand the firm's range of services to both
existing and potential clients. One component
of this effort is the Industry Service Director
Program,which encourages thefirm's industry
specialization. At Touche Ross our professionals offer clients the traditional skills of
our profession, but they have successfully
adapted them to the specific requirements of
the industries in which our clients conduct
their business.
Currently there are industry service programs in such broad areas
as Agribusiness, Apparel and Textiles, Community Service Organizations, Construction,
Energy Resources, Health Care, Insurance, Real
Estate, Retail, Savings and Loan, and State and
Local Government. (Two other special service
areas deal with Computer Auditing and
Human Resources.) The Lasser merger brings
us additional specialization in Communications and Publishing.
To understand what industry specialization means, it might help to
look more closely at the types of work we
can do for one industry, such as Construction,
which contains a number of subdivisions, including general contracting, heavy and highway contracting, home building, and specialty
subcontracting —plumbing, electrical contracting, bricklaying, etc.
In serving these branches
of the construction industry, our professionals
offer audit, tax,and management services.They
can design accounting systems that meet the
needs of large or small companies. They work
out compensation plans, ranging from those
for executives of construction companies, to
defined pay contracts, medical reimbursement
plans, pension and profit-sharing plans for
skilled craftsmen. They review and analyze
existing bidding procedures and practices to
make sure controls exist to prevent omission of
costs or miscalculations. They make feasibility
studies of the economic impact of constructing
new buildings. They can design executive training programs for large organizations,can
review organizational structures, personnel
evaluation programs, and training programs.
They advise management on developing long
Emphasis
range plans and objectives. They make studies
on Service
to help construction companies grow through
Because we recog-acquisition or merger.
nize that we can compete successfully in
Providing this kind of sertoday's market only by giving our clients the vice requires professionals who are both generbest service, we have placed new emphasis on alists and specialists — who are intimately ac-

quainted with the languages, methodologies, applied to the work going on throughout our
and technologies of a particular industry. The organization. To provide this guidance we have
expertise available to the construction industry established a National Director for Planning.
represents that which is available to all the
Combining planning
other industries included in our program — and with the direction of our international firm
our professional standards require our people recognizes that Touche Ross is one firm and
to develop industry competence. Under our that our future is tied closely to the growth
present policy, partners and members of our and success of Touche Ross International. The
management staff will eventually spend National Director for Planning also serves as
between 30-50 percent of their time working the Director of International Services within
within a specific industry or group of related Touche Ross International, which provides for
industries.
coordinating the activities of TRI and the
At the same time we are U.S. offices on behalf of the Managing Director.
emphasizing industry specialization, we are
These management
also taking steps to expand our general service.changes demonstrate the firm's general reA newly-formed group of General Service sponse to the challenges presented by the
Directors — whose work will complement that demands of a profession in transition. Specific
of the Industry Sendee Directors — will devote changes in how the firm conducts its daily
its time to increasing the level of services we business offer further evidence of Touche Ross'
offer to all clients.
innovative capability.

Developing
Resources
In recognition of our
firm's commitment to developing its own resources — our people are the firm's single most
important asset —a new position was established under the reorganization, a National
Director of Resource Development. In practical
terms, this position commits the highest levels
of management to resource planning, resource
allocation, recruitment, training and development. Reporting to the National Director is the
new Director of Resource Planning, who will
also devote his time to people development.
Finally, we are bringing together the firm's
most successful developers of people to contribute their experience and advice; they will
form the new advisory group, the National
Personnel Resource Development Directors.

Touche
Ross
Audit Process

L a s t year's Progress
and Perspectives touched briefly on the Touche
Ross Audit Process (TRAP),a new audit process
then undergoing testing at selected offices in
the United States. This basic system is now
ready for application throughout the firm. In
the U.S., we are using TRAP on all new engagements and, during the transition, on our large
audit clients. By 1979, U.S. offices plan to apply
TRAP in all audit engagements. A universal
audit manual containing TRAP will govern
international Touche Ross work by 1979. TRAP
had its genesis in the Canadian offices, and
implementation there is well under way;
offices in the U.K. and Australia have also
begun implementation programs.
Basically, TRAP is a documented audit process that approaches each
Planning and
audit in a disciplined, logical manner. It offers
a conceptual framework to guide auditors in
International
Meeting the future developing their approach to the audit, includrequires vision and constant planning. Like ing the detailed audit program. (Like people,
most statements of fact, this sounds like a no two audits are exactly alike.) By placing
truism. Yet, we cannot underestimate the cru- emphasis on planning, flexibility, and when
cial role that planning takes in a firm such as appropriate, detailed systems analysis, includours. We recognize that effective planning can- ing flow charting, TRAP optimizes the time
not be centralized. It is the full-time respon- spent performing detailed procedures. Plansibility of every partner, department, office, or ning time may be increased, but because planfunctional unit in the firm. The professionals ners identify only those audit procedures
working in the field, after all, are most closely necessary for the objectives of a particular job,
in touch with the needs of the profession. Still, the total amount of work is normally reduced.
planning must be directed and standards As an important side benefit, TRAP develops

considerably more knowledge of a company's
business and financial transactions than normally provided by a more conventional audit
approach. This results in expanded client senice. Because increased control is built into all
phases of the audit process, TRAP also yields
audits of a consistently higher quality.
TRAP underscores the
firm's concern for people development, for it
places prime emphasis on the individual's ability to make educated judgments. Auditors
must think through each job, choosing the procedures that best lead to the desired objectives.
Because they help design the audit, making
important decisions all along the line, auditors
feel that they "own" a stake in the quality of
the work itself. TRAP discourages slavish adherence to one set of procedures — checklists
have been mostly eliminated.
The process promotes
deeper understanding of the client's business,
eliminates "meaningless" performance of procedures for procedure's sake,establishes an environment that assures clarity of judgment, and
allows for more effective on-the-job training.
As one of TRAP's developers remarked, "We
work smarter, not harder." Under TRAP, then,
auditors act as thinking men and women.

Continuing
Education

the profession and the firm. From that point
on, our professionals never stop going to
school. Formal courses, and seminars given at
all levels, keep our people up to date on the
rapid changes taking place in accounting, taxation, and management services.

Partner
Development
This past May, Touche
Ross initiated a new, experimental program,
the Partner Executive Development Program,
the equivalent of short "sabbaticals" for partners who wish to broaden their professional
and intellectual horizons. Under this program,
selected partners will attend programs chosen
from a group offered by major universities
and foundations throughout the United States.
Typical are the Aspen Executive Program, the
Corporate Financial Management Program at
Harvard University, the Executive Development Program at Cornell University, and Conferences for Business Executives on Federal
Government Operations, held at the Brookings
Institution in Washington. Not all of these programs offer studies directly related to the
participant's daily business life. At the Aspen
Institute, participants encounter great books
and discuss them with some of the world's
intellectual leaders. All of the programs available to partners are intellectually demanding,
but because they generally represent a total
change from the partner's daily life, they will
provide true intellectual refreshment and
growth.
As a firm, we would be
shirking our responsibilities if we did not share
our knowledge with others in the professional,
business and, especially,in the academic world.
Each year we issue many publications, ranging
from internal technical letters and manuals to
publications directed at a broad audience of
clients and friends. Our professionals write
articles for our own publications, but they contribute, as well, to trade and professional journals, and consumer publications. They speak
at public and professional forums, and they
write books, including widely-used texts in
such areas as taxes and basic accounting
education.

Initiating a complex
new program such as TRAP requires considerable formal training. As we discussed earlier,
the firm's reorganization commits us to intensive "people development," including formal
training. Even at present, however, the scope of
the firm's education programs is so broad,
that Touche Ross might be considered almost
as deeply involved in education as it is in
accounting.
The statistics themselves are impressive. Last year, in U.S. offices
alone, some 5,000 members of our professional staff spent approximately 257,000 firm
hours in formal continuing education activities
— a total increase of 30,000 hours over the
previous year. Throughout the world, most of
this learning takes place in local offices,where
staff professionals receive formal instruction
Support
to supplement their "hands-on" experience
to
Education
with clients.
Touche Ross also recThe professional's eduognizes
the
importance
of
a sound academic
cation actually begins with the basic core proeducation.
The
accounting
profession
now regrams that introduce new associates both to

One of the firm's most
influential general contributions to education
is the Robert M. Trueblood seminars, which we
give in conjunction with the American Accounting Association. One goal of the seminars
is to share our knowledge and experience. In
the seminars, professors of accounting and a
group of our own top professionals spend several days together, working, exchanging ideas,
To underscore our comand studying some of the most challenging
mitment to education, in 1976 Touche Ross
case studies drawn from our practice. We
formally pledged to increase its financial supbelieve that this encounter with practical
port and contribution of resources to improvaccounting problems helps teachers make the
ing the quality of accounting education in the
theory of accounting come alive in the classUnited States. To accomplish this goal, the
room. Over the past three years, nearly 300
Touche Ross Foundation committed $1 million,
professors have attended the Trueblood semito be used over a five-year period within existnars, and they have praised Touche Ross for
ing educational institutions, including schools
the quality of the program, the quality of our
of business and professional schools of acinstructors, and the usefulness of the subject
countancy housed in schools of business.
matter for the classroom. The director of eduThe first year of the new cation for the AAA noted that the seminars
program has now been completed, and we can "have become recognized in the AAA as the
be proud of our accomplishments. Acting on truly premier program of continuing educathe recommendations of the Aid to Account- tion." Because of their success and their role
ing Education Board, composed of professors, in the development of the accounting profesuniversity deans, and Touche Ross partners,we sion, we have renewed our commitment to cohave supported a broad range of activities. sponsor the Trueblood seminars with the AAA.
They include aid to professional associations
Thus far, we have outand societies, such as the AICPA Accounting
lined our firm's national programs of aid to
Education Fund for Disadvantaged Students
professional education. One other point must
and the American Accounting Association Felbe emphasized. In addition to the programs
lowship Committee. We have given direct aid
supported by the Touche Ross Foundation, our
to accounting education programs in selected
local offices give to neighboring colleges and
universities, including the Rice University Graduniversities and to deserving students. Both
uate School of Administration; the University
locally and nationally, then, we recognize that
of Illinois; Carnegie-Mellon University Gradusupport of education can help not only our
ate School of Industrial Administration; New
profession but our society as well.
York University's Vincent C. Ross Accounting
Rotation
Institute; and the Columbia University Graduof
Primary
ate School of Business. We have also provided
Audit
University Grants to three institutions: to
More and more
Carnegie-Mellon University for the Robert M.
these days, society demands that the profesTrueblood Professorship, and to the Harvard
Business School and the Stanford University sionals who serve it remain free from influAffiliate Program. We continue, as well, to ences that can affect their judgments in any
support the publication of the influential Uni- way. In the accounting profession the concept
versity of Chicago Journal of Accounting of "independence" answers this demand. But
so sensitive is our role in society that we must
Research.
take every available step to assure independOne area of support
ence in fact. One of these steps is to create a
with important,long-range social implications
working
environment that nurtures true indefor the accounting profession is our aid to
pendence.
Another is to require strict compliminority education. Last year,we made grants
ance
with
the appropriate professional
to thirteen universities that attract minority
standards.
A
new Touche Ross policy, the rotastudents primarily. In addition, we provided
tion
of
primary
audit partners, represents still
direct scholarship aid to outstanding minority
another method of achieving this goal.
students.

quires graduates who are broadly and liberally educated; at the same time, they must
have enough professional training to begin
work in our highly competitive and demanding world. (A number of our partners contribute to the students' professional training by
teaching courses in some of the nation's major
universities and business schools.)

ence in fact," while it also broadens the experiUntil recently, even
though the firm had an informal
policy en- ence of partners and professional staff.
couraging rotation, primary audit partners Primary audit partners will be rotated to new
could theoretically spend their entire working assignments after five to seven years of service
lives with the same client. Over the years, to our audit clients.
close personal associations could develop that
The discussion thus far
might be perceived as affecting professional
has outlined some of the events taking place
independence. Thus, this past July,Touche Ross within Touche Ross during this past year. The
announced a new, mandatory policy on the next section of this report will examine a
rotation of primary audit responsibilities
number of major challenges now facing the
which will promote even greater "independ- accounting profession as a whole.

"..While we tend to
about change as tho
were a problem to
solved, in reality it
singular quality of
society which provid
of our opportunitie
for continuing growt
RALPH LAZARUS, ON RETAILING

ACHANGING
PROFESSION
A Changing
Environment
Suddenly, accounting
has become news. It was not always so. Until
recently, no one outside the profession seemed
to care very much about what accountants did
during their professional lives. Few people
knew what an audit really was — few really do
now. No one seemed especially concerned
about such questions as accounting standards,
independence, or professional discipline. Now,
the profession has come under increasing scrutiny by a number of outside groups, and new
voices have had something to say about how
we conduct our business.
Our profession may be
newsworthy because people now perceive it as
a part of the general business establishment,
and nearly everyone would probably agree
that business has "an image problem" —not
only in the United States, where a recent survey
disclosed widespread public disenchantment,
but also in many of the world's major industrial nations. Never since the early 1930's has
public confidence in business seemed so low.
Never before, it seems, has business been subjected to a scrutiny so intense.
Why should this happen
now? Some observers claim that this preoccupation with business is partly a result of a
questionable public perception: that business
is a collection of huge, intangible corporate
bodies that seem, in some threatening way, to

influence all facets of our lives. The fact that
the public knows so little about business may
explain this kind of attitude. Certainly, business has never been totally effective in telling
its side of the story, or explaining its place in
the economic well-being of the world. Still,
the questioning and distrust are not merely
the result of ignorance or misperception.
Business does have some problems,and it must
— and is —taking steps to put its own house
in order.

A Challenge to
the Professions
A c c o u n t i n g is
news, also, because like all professions, it is
being challenged. In the past few years, law,
medicine, engineering, and education have all
been accused, rightly or wrongly, of abusing
the public's trust. Many people felt that Watergate severely damaged the legal profession.
Abuses of Medicaid and Medicare hurt the
medical profession, and many people believed
that the doctors had forgotten that they were,
above all else, healers. Engineers were accused
of advancing technology without any regard
for social or environmental consequences. In
many minds, educators stood convicted of a
major failing: they neglected to educate the
nation's young. Accountants came under criticism, too, because people believed that they

had played instrumental roles in some of the
spectacular business failures of the late 1960's
and early 1970's.
As our Managing Director noted last spring in a speech delivered
before the Town Hall in Los Angeles,we should
not be "lulled into thinking that the public
challenge to the business community or to the
professions is just the result of specific events.
Some have said that when the Watergate
mood abates, the public pressures will abate.
I don't believe that: I believe that the public's distrust of the status quo is a natural
ingredient of the American democratic system." We might go even farther: this questioning
represents the native skepticism of the American public, a "show me" attitude that has been
part of its heritage since the earliest days of
the Republic.
Where all this scrutiny
will lead remains open to question. One thing
is clear, however. Whether we like it or not,
all of us in the professions and business are
now working in an environment that is making
new demands upon us. It is one thing to live
with increased public participation in affairs
once considered private. The real challenge lies
in recognizing that we have the responsibility
to lead and to educate. Indeed, education may
be one of the greatest tasks facing the accounting profession.
By its nature, accounting
touches on nearly all organized human activities. Accountants, after all, help provide a
framework of order for both business and the
professions. For this reason, the public has
come to expect much from us. Unfortunately,
the public knows very little about what
accountants really do. As the findings of the
Cohen Commission have demonstrated, for
example, most people are not aware that an
auditor is a third-party intermediary in an
accountability relationship: that he stands
between the issuer of audited financial information and the users of that information.
Many users of financial information also do
not know that management, not the auditor,
develops financial statements. While the
public and many users correctly believe that
the auditor should safeguard their interests
by protecting them against biases, errors,
and misrepresentations —including material
frauds, and illegal or questionable acts —they
mistakenly believe that the auditor develops
the figures in the financial statements or that
he is responsible for presenting them or that

he can monitor every accounting transaction.
These findings demonstrate the need for
better understanding of the profession's role.
Certainly, public ignorance can hinder rational, temperate debate
about the nature and responsibilities of the
accounting profession. Still, many issues are
now being discussed openly and productively,
and much of the discussion centers around
one broad question: what are the profession's
responsibilities for defining and maintaining
business standards? Should the profession,
more specifically, assume responsibility for
detecting every instance of employee and
management fraud? Should accountants be
required to look for international payoffs?
Should we adjust accounting methods to
measure the impact of inflation? Who should
set the standards followed by the profession,
and who should enforce them? Within the
profession, can the size of accounting firms
affect their ability to perform effectively? Put
more baldly, is "big" necessarily "bad"? Finally,
how can the profession insure its independence from the firms that buy its services?
One "public" deeply
interested in these questions is the United
States Government in its legislative, executive,
and judicial capacities. (Government is taking
a similar interest in many countries —in Australia, France and the U.K.) A summary of
some recent developments in the relationship
between the accounting profession and government in the United States suggests the extent
of the challenge.
Since 1975, committees
of both the House of Representatives and the
Senate have turned their attention to the
accounting profession, issuing two major
reports. The reports contain both criticism
and a number of recommendations that could
lead to radical change in the manner in
which the profession operates in the US. and,
eventually, throughout the world.

The "Moss
Committee"
In the fall of 1976, the
House Commerce Subcommittee, under the
chairmanship of Representative John E. Moss,
issued a report covering its investigation into
the government's regulatory agencies,focusing
considerable attention on the activities of the
Securities and Exchange Commission. While
the report congratulated the SEC on its han-

dling of the matter of questionable payments, place the interests of their corporate clients
it criticized the Commission for not paying before the interest of the public. A major
more attention to the accounting profession. factor in preventing true independence, the
In summary, the report recommended that report claims, is the major firms' involvethe SEC:
ment in management consulting services. 2)
The size of the major firms permits them to
Prescribe a framework
of uniform accounting
dominate the profession, and the report conprinciples to be used by all public companies.
cludes that they are in some way conspiring
The Committee believed that the private sector's
to gain this dominance. To remedy this
standard setting body, the Financial Accountsituation, the staff recommends more coming Standards Board (FASB), had not moved
petition—to be aided by such mandatory
quickly enough to do so.
devices as rotation of accounting firms. It
Set standards of conduct for CPAs practicing
recommends, as well, that the major firms
before
the Commission. The Committee felt
disclose their basic operating and financial
that the American Institute of CPAs had not
data. 3) Present mechanisms for disciplining
been sufficiently
willing to extend auditors'
members of the profession do not constitute a
responsibilities.
sufficient stimulus for quality performance.
Take the disciplinary
action against errant
Therefore, the staff report concludes, the
CPAs. In the eyes of the Committee, the responsibility
profor setting accounting and auditfession had not been stringent enough in applying standards and for disciplining the proing disciplinary sanctions.
fession must be transferred to the public sector.
After the release of the
staff report, the Subcommittee held public
hearings, at which representatives from the
Early in 1977, an- accounting profession, business, and the acaother group, the Senate Subcommittee on demic world offered their varying responses.
Reports,Accounting,and Management, chaired
In late May, 1977, Touche Ross submitted its
by Senator Lee Metcalf, issued a staff report, detailed response to the Subcommittee, stressa complex document of 1,760 pages. While the ing the following points:
report represented the views of the committee's
staff— not necessarily those of the Subcommit-Independence Standards. To fulfill their
tee itself or the parent committee, the Senate duty to corporate stockholders and the public,
Government Operations Committee —it was accounting firms must be independent of
strongly critical. Indeed, as Business Week their audit clients —independent in fact as
reported, the report "was far harsher than even well as appearance. Accordingly, the profession,
the most pessimistic observers had expected." the SEC,and the individual firms have adopted
The staff report touched stringent sets of rules, which they monitor
continuously. These rules help guarantee
on the following areas of major concern:
independence.
Independence
At Touche Ross, manageConcentration and competition
ment develops and monitors our own rules
Discipline of the profession
of independence,and to underscore the seriousAccounting standards
ness with which we view this responsibility,
Auditing standards
our partnership agreement empowers our
Financial disclosure by the 15 largest firms
Board to force the resignation of any partner
Cost accounting standards board
who violates an independence rule through
willful disregard or gross negligence.
In outline, the concluOur rules, moreover,
sions of the Subcommittee's staff can be sumhave always been more restrictive than
marized as follows:
Basically, the accounting required by either the American Institute of
profession has not fulfilled its responsibilities Certified Public Accountants or the SEC. If,
to the public. There are several reasons for this for example, either of these bodies should
failure. 1) The major firms are not truly inde- prescribe differing rules, we will always adopt
pendent of their clients. Indeed, the staff the most rigorous set. In addition, as we have
charges the major CPA firms with a "sweeping recognized the need for changing the rules
lack of independence," claiming that they on independence, we have consistently tight-

The "Metcalf
Committee"

Accounting standards should continue to be
established
in the private sector, with the
Financial Accounting Standards Board (FASB)
as the organization
best suited for such responsibility. (We believe, however, that the effectiveness of FASB could be improved by carrying
Management Advisory Services and Indeout
the recommendations of the FAF Structure
pendence. Although the Metcalf SubcomCommittee.
We will discuss the Structure Committeestaff believes that management advisory
mittee's
findings
later.)
services tend to be inconsistent with the

ened our standards. We must emphasize, as
well, that our rules and their enforcement are
now subject to scrutiny by persons outside
the firm, through the peer review program in
which we participate.

the auditor's independence
auditing function, we are convinced that this Rules concerning
view is false. In conducting management advi- should be developed jointly by the SEC, the
sory services at Touche Ross, we make a clear profession, and the individual accounting firms.
distinction between advising a client —which To enhance their independence when working
with publicly-held companies, auditors should
requires objectivity and independence—and
work through independent audit committees.
making management decisions—a role which
is inconsistent with independence. In addition, The firm opposes any legislation that requires
accounting firms with publicly-held clients to
our consulting work is completely separate
from our auditing work, performed and man- register with the SEC.
aged by an independent professional staff
Audits should be designed to provide reason-

Size and the Public

able assurance
Interest. We disagree

strongly with the staff's claims that large
accounting firms are not in the public interest. Indeed,only a major,multinational accounting firm can maintain the number of worldwide locations required to provide the quality
and consistency of audit service that large and
complex businesses require on a timely basis.
In addition,large firms can avoid the problems
of control and duplication that would inevitably result if several small firms attempted
to service a large engagement jointly. Only the
pool of talents available in a large firm can
supply the expertise needed at once on a very
large audit to cover such matters as special
industry accounting, tax and regulatory
matters, pension and profit-sharing plans,
state, local and international tax rules, safety
and health regulations,and currency exchange
rules. Only a firm with such resources can stay
abreast of the increasingly complicated set of
generally accepted accounting principles,
many of which apply only to major corporate
entities.
Furthermore, size promotes true independence. Clearly, when one
or two major clients represent a significant
portion of a firm's fees, the firm might have
greater difficulty in maintaining its independence in the face of technical disagreements. This potential source of conflict can
only be avoided by the existence of firms
large enough to serve a number of major
corporations simultaneously.
In our response to the
Metcalf Subcommittee Staff we also stressed
that:

that financial
statements are
not affected
by material fraud; auditors
should also look for improper payments.
The firm strongly
review.

supports the concept of peer

Though we are aware of some public concern,
Touche Ross does not feel at this time that
full disclosure of basic operational and financial data by accounting firms is really helpful
to the public. In light of the fact that we now
release figures on net services and net worth,
and other pertinent information,
we have yet
to understand what use the public might make
of full financial statements. We continue to
review our position on this issue, however, and
will release this information
in the future if
there are reasons to do so.

The
Subcommittee
Report
In

November, 1977, the
Metcalf Subcommittee released its unanimous
final report, which combined the findings of
the staff with subsequent testimony. The final
report is less critical of the profession than
the earlier staff report — according to the New
York Times, it "backs off from some of the
most sweeping recommendations for reform
made 10 months earlier by the staff of the
subcommittee." It is also a more statesmanlike document, recognizing the need for selfregulation. The Subcommittee modifies, for
example, the staffs position on federal regulation, noting that it favors "...self reform in
the private sector with close oversight by the

public sector." In addition, the report continues, "The Subcommittee believes that
achieving these goals through partnership
between the private and public sectors is the
best and most rapid way to meet public concerns regarding the performance of independent auditors."Nevertheless,the final report
does recommend more Federal oversight than
at present and raises the possibility of strict
regulatory legislation in the future.

in some of its major decisions in the 1970's,
and the full realization of Cardozo's fears
matured in the verdict of the California jury
which awarded, in late 1977, thirty million
dollars damages against Touche Ross as a
result of the U.S. Financial trial. It is noteworthy that the plaintiffs in that case, a group
of international banks and insurance companies, did not charge us with any intentional
or reckless conduct, only with the negligent
failure to detect, more than six years ago,
a pervasive fraud by our client's management with the active complicity of numerous
other parties.
Although the verdict is
being aggressively challenged on appeal, and is
Liability
fully insured in any event, the possibility of such
decisions has some implications for the accountpoint raised by the report that should be ing profession and for the economy as a whole.
mentioned here. The report notes that the Sub- All segments of our society recognize the key
committee "believes that independent audi- role performed by public auditors and are presstors of publicly-owned corporations should be ing for ever wider responsibilities and underliable for their negligence to private parties takings by the profession. The risk of unlimited
who suffer damages as a result." To be effec- liability for "failure to detect theft or forgery"
tive, the report continues, "the system must may indeed "enkindle doubt" about the wisallow access to the judicial process for parties dom of the Metcalf Subcommittee statements,
claiming damages and auditors found negli- particularly in light of the need of expanded
gent should not receive special treatment by creativity and courage by the profession.
having their liability artificially limited by
In passing, we note that
law." This position raises at least two issues
otherwise
in
1977
we
were
able to contain our
that must eventually be resolved. One is
professional
liability
problems.
We disposed of
whether or not it is in the best public interest
a
number
of
lawsuits,
and
the
combined payto hold accountants as the prime recovery
ments
by
the
firm
to
adversaries
continued
point in damage suits. Another is whether or
to
represent
less
than
one
percent
of the
not the Subcommittee's position will open the
amounts
claimed.
Also,
as
mentioned,
we
view
way for a wave of nuisance suits on the part of
the
California
State
Court
jury
decision
as
only
opportunistic plaintiffs.
The Metcalf Subcommit- the first round in that case and fully expect
tee's comments were, unfortunately, issued that the final conclusion will be different.
without the benefit of meaningful review of
The
this issue in its hearings or investigative proProfession's
cedures. Our reservations about the wisdom
Response:
of the Committee's views extend beyond our
In
looking at the Metown self-interest and have roots in the wisdom
calf Report, we feel that the Subcommittee
of Mr. Justice Cardozo who, in 1932, offered
decided to express tentative conclusions at a
the following observation in the famous Ultratime which seems premature in light of sevmares Case.
eral major developments initiated within the
"If liability for negligence exists, a thoughtprofession. For, even as the Moss and Metcalf
less slip or blunder, the failure
to detect a
committees were going about their work, the
theft or forgery beneath the cover of deceptive
profession was already engaged in an extenentries, may expose accountants to a liability
sive course of self-scrutiny. One of the earliest
in an indeterminate amount for an indetermimanifestations of this spirit of enlightened
nate time to an indeterminate
class. The
self-criticism was the formation in 1975 of
hazards of a business conducted on these
the "Cohen Commission," the Commission on
terms are so extreme as to enkindle doubt
Auditors'Responsibilities,an independent comwhether a flaw may not exist in the implicamission established by the American Institute
tion of a duty that exposes to these consequences."
The U.S. Supreme Court
has acknowledged the wisdom of that view

of Certified Public Accountants and headed
by the late Manuel F. Cohen, distinguished
former chairman of the Securities and
Exchange Commission. The Cohen Commission's 200-page report on "tentative conclusions," issued in June of 1977, contains 40
recommendations in 11 major areas affecting
the responsibilities of the auditor in meeting
the needs and expectations of both the users
of financial statements and the general public.
While as a firm we do not agree with every one
of the Commission's recommendations, we
recognize that its report is a major and exemplary step toward professional self regulation.
In barest outline, the
report deals with the following areas:

siderable time in reviewing the Board's organization and operations. By the time the
Committee was ready to issue its report, more
than 2,000 hours of senior-level time had been
devoted to all phases of the review.
The report, released in
April, 1977,recommended substantive changes
in the process of setting accounting standards.
But in doing so, the Committee reaffirmed its
belief that standard setting must remain the
responsibility of the private sector. The report
asserted that accounting standards are not
immutable truths; instead, they are conventions, accepted and used because they are in
the best interest of the constituency as a
whole. Setting accounting standards requires
a search for the best answer, but it also
the auditor's role in society
that the constituents be deeply
the decisions auditors make when formingrequires
an
involved
in
that search. Thus, the Committee
opinion about financial information
recommended
that FASB take steps to increase
reporting on uncertainties
the
participation
of its various "publics" in the
responsibility for detecting fraud
standard
setting
process.
the auditor's role in corporate accountability

In addition, the Committhe boundaries of the auditor's role
tee
recommended
that
the FASB:
the effectiveness
of auditor's communications
with users
Revise its due process procedures to encourage
the effectiveness
of the education, training
and participation.
broader
development of auditors
Strengthen the role of the Financial Accounting
auditor's independence
Standards
Advisory Council so that it can be a
establishing auditing standards
more
effective
sounding board for the FASB and
effectiveness
of self-regulation
and regulation
for
the
constituency.
from outside the profession.
Adopt a policy of openness that would encourage FASB members and staff to speak out pubThe FAF Structure
licly on the issues that they are deliberating.
Committee
One matter of special interest to the Congressional committees
investigating the profession was the efficacy
of the Financial Accounting Standards Board
(FASB), the professional body charged with
setting accounting standards. The profession
itself was also concerned about FASB, and
late in 1976, the Financial Accounting Foundation (FAF), FASB's sponsoring organization
directed one of its standing committees, the
Structure Committee, to carry out an in-depth
study of FASB's activities.
The Committee was
chaired by Russell Palmer and was composed of men from widely-varied professional
backgrounds. During its intensive study, it
interviewed 100 of the Board's constituents:
businessmen, academics, members of the financial community, representatives of government,
public accountants, and spokesmen for public
interest groups. Its representatives spent con-

Improve its staff development program and
strengthen
its internal organization, particularly in the research area.
Adopt a program for educating its constituency,
particularly
with respect to the issues it has
resolved.

The Role
of the AICPA

As should be obvious by now, the American Institute of Certified
Public Accountants is deeply concerned about
the future state of the accounting profession.
(It sponsored the activities of the Cohen Commission.) This past September, the AICPA's
Governing Council met and approved a number of recommendations that,if applied,could
help keep the regulation of the profession
within the private sector. Among the Council's
recommendations are:
That the AICPA establish two divisions of CPA

firms —one for accounting firms that audit
Instituted a policy of rotation of primary audit
publicly-held
companies registered
withpartners
the
to insure greater "independence
in
SEC; the other for firms that audit privatelyfact."
held companies. A firm may belong to both
Supported efforts
to reduce government papergroups. The Institute believes that this diviwork by providing manpower for a special
sion will "improve the effectiveness
of the entire
presidential commission.
accounting profession by increasing the quality
of audits" for both publicly and privately-Continued our support of accounting education in the nation's business schools and uniheld companies.
versities,
and recommitted ourselves to greater
That a five-member, public oversight board
efforts
in
continuing professional
education
be established. The board, composed of wellwithin
the
firm.
known figures from various disciplines, would
Implemented and mandated the Touche Ross
have the power to monitor the activities of
Audit Process.
firms that audit publicly-held concerns.
Retained Price Waterhouse to conduct a review
That firms subject themselves to mandatory
of our professional
services, an important
peer review.
development
that
requires
some discussion.
That the Institute establish its own "sunshine
law," opening the meetings of the Governing
Peer review is an essenBoard and senior policy-making bodies to tial
thecomponent of the accounting profession's
public.
program of self-regulation. Under the proceThat the current ban on advertising and solicidures adopted by the AICPA, accounting firms
tation be modified to allow certain advertising.
will be obliged to seek the objective opinions of
outside professionals about whether or not the
quality control of the firms' accounting and
Responsibility
audit practices meets professional standards.

The
of Individual

Firms

Touche Ross has long
supported the concept of peer review, and with
the completion of the Price Waterhouse review,
it becomes the fourth member of the Big Eight
accounting firms to undergo this intense
evaluation.
The review, which began
early in 1977, was demanding and thorough.
Price Waterhouse developed a series of comprehensive checklists that covered the elements of quality control used in our offices.
In the course of its work, Price Waterhouse
Supported the Committee on FASB structure.
also held on-site reviews in 20 Touche Ross
Responded to the Cohen Commission by offices
pub- of varying sizes in different parts of
lishing detailed comments on the Commission's
the country. In September, their report was
"Report of Tentative Conclusions."
ready. Its findings, however, brought no surResponded to the Metcalf Subcommittee prises,
staff for they confirmed what we as a firm
known for many years: "In our opinion,"it
report, indicating areas of agreement and had
areas
concludes, "the system of quality control for
of significant
exception.
the accounting and auditing practice ofTouche
Continued to support the need for independent
Ross
corporate
audit committees. (Among major & Co. (U.S.) for the year ended August
was appropriately comprehensive and
accounting firms, Touche Ross pioneered 31,1977
in
suitably
designed for the firm, adequately
advocating corporate audit committees.)
documented, communicated to professional
Backed the creation of a separate divisionpersonnel
of
and was being complied with during
the AICPA for firms regularly auditing publiclythe year to provide reasonable assurance that
held companies.
the firm conforms with standards of the profor quality control as set forth in StateWithdrawn from executive recruiting
asfession
an
ment on Auditing Standards No. 4."
active component of our services.
While the profession
is taking collective steps to meet the challenge of a changing professional environment,
its success in doing so ultimately rests with
the efforts of individual firms. Touche Ross,
like other firms, must continue to keep abreast
of professional developments, review its own
standards, and speak out on major issues. We
believe that our efforts, as outlined below,
allow us to take some pride in a job well
begun. During 1977, then,Touche Ross has:

Issues for
the Future
future? Despite all that Touche Ross has
accomplished in 1977, that the profession
itself has collectively achieved, that the various
outside groups have recommended, much
remains to be done if we are to meet the challenges presented us by a quickly-changing
environment. Among issues still awaiting
clarification and resolution are:

Will the profession
agree on the proper
cation for accountants?

These questions and
others will undoubtedly stimulate continued,
healthy debate within the profession, and not
surprisingly,for in so varied a group,differences
will certainly arise on specific issues. There
is one point, however, on which most firms
and individual professionals seem to agree:
Can the profession
agree internally on who
the necessity for self regulation.Today, accountshould set and administer professional
ing is a vital profession that has found a
standards?
new awareness of both its social responsiWill it reach agreement with the SEC about
bilities and its place in the general business
the responsibilities
that auditors should bear
environment. We can thus agree with Michael
for financial statements?
N. Chetkovich, former Chairman of the Board
of the
Can it reach agreement with the Congress
on AICPA, who noted in his response to
the Metcalf Subcommittee staff report, "We
the proper role of the public accounting firms?
respectfully suggest that imposing a vast new
Can the profession
agree about accounting for
scheme of federal regulation on the accountinflation?
ing profession is unnecessary. We submit that
Can it persuade business about the proper the
roleevidence is clear that the profession has
of the corporate audit committee?
the competence, the incentive, and the desire
to effect
any changes necessary to provide
Should the profession
rethink the content
of
enhanced reliability of financial reports."
the standard audit report?

edu-

"..Our function is
respond to the nee
our time, helping to
change orderly
WM. B. SPANN, JR., ON LAW

A
CHANGING
WORLD
In an issue of Progress developments in the medical profession or
and Perspectives dedicated to looking at change,
that some medical schools are taking a fresh
we have concentrated thus far on changes at
look at the ways in which they educate the
Touche Ross and within the accounting pro- doctors of the future. We certainly know that
fession, mentioning only briefly some of the Congress is under increasing pressure to
broader trends in business, government and reform itself; yet we may be confused about
the professions.
the practical steps that can be taken to meet
In any human activity, the public demand for greater responsibility.
day-to-day pressures tend to create a limited We may know that the legal profession is itself
view of the world. Those of us in accounting going through a period of self examination; we
or in management services may work inti- may not really be aware of the issues at stake.
mately with many different disciplines and
This section of Progress
businesses in the course of our careers. We and Perspectives
gives us an opportunity to
may audit or advise engineering firms, invest- hear directly from leaders in the professions,
ment houses, or manufacturers. We may see government, and business about change in
many specific elements with great clarity, some- their particular worlds. More importantly, in
times seeing the larger issues only vaguely. We the essays contributed by these leaders, we
may be painfully aware that medical costs are will learn how they are responding positively
high, for example, but we may not know about to the challenge of perpetual change.

GOVERNMENT
On December 6,1976, after mure than 27 years of public service— as a
small-town mayor, state lawmaker and U.S. representative—Jim
Wright was
elected Majority Leader of the House of Representatives. Elected to
Congress at 31, Mr. Wright is presently sewing his 12th consecutive term as the
representative of Fort Worth, Texas. He is the author of major
legislation in the fields of energy,foreign
affairs,
economic development and
water conservation. In 1975, he was appointed chairman of the House
Democratic Task Force on Energy and the Economy.

Nowhere among America's institutions
has change been occurring at a faster pace in recent years than within the Congress.
The rapid changes in this supposedly staid and stuffy institution have made the two
houses of Congress far more open, more democratic —and far less predictable — than
ever before.
The famous autocrats of the past — men like
Thomas Reed, Joe Cannon and Sam Rayburn — would hardly recognize the House
of Representatives today. The same is true, to a somewhat lesser degree, of the United
States Senate.
Just a few years ago it was a common complaint of junior Members of the House that they had to "go along to get along." They
had to sit by meekly as powerful committee chairmen made most of the important
decisions affecting legislation. Seemingly there was nothing they could do to alter the
sacrosanct rule of seniority whereby these titans were chosen and robed with power.
At the beginning of the session of 1975, the
Democratic Caucus shattered tradition by deposing three very senior, very powerful committee chairmen. With those votes the Caucus set a new precedent. No longer would the
most senior member of any committee be able to assume the chairmanship solely by
reason of his length of service. No longer could a chairman run his committee like a
feudal barony, ignoring the wishes and sensitivities of other members. Suddenly even
the most junior member might represent the deciding vote in a subsequent Caucus.
The new precedent was not lost on other committee chairmen. Other changes made in
recent years have been even more dramatic:
—The new "sunshine" rules in both houses
have opened most committee meetings to full public view. Whereas 44 percent of House
committee and subcommittee meetings were closed to the public in 1972, that figure
dropped to just 8 percent in 1974 after adoption of new House rules,and it was only 1.8%
this year. Closed meetings now are limited mainly to matters of legitimate national
security concern.
— Changes in voting procedures have made
almost all important votes a matter of public record, where any citizen can see how his
own Member voted. Without doubt the new procedures have resulted in a different outcome on some controversial issues. Formerly many questions were decided in the Committee of the Whole House by a small minority of Members using a procedure known as
a "teller vote" in which names were not recorded. No more. Now it takes only 20

Members to demand a recorded vote. The change has practically doubled the number
of record votes on which the public can judge the actions of their elected representatives.
—All of this was made possible by the longoverdue introduction o f electronic voting equipment in the House — something that had
been accomplished in many state legislatures 20 years earlier. No longer must a clerk
intone the names of 435 Members every time there is a vote, taking up 45 minutes to an
hour on each call of the roll. No longer can foot-draggers impede the work o f the House
by demanding such time-consuming votes; the longest roll call now takes 15 minutes.
—The image of Congress as a sedate home
for the elderly has been undergoing drastic change. The elections of 1974 produced a
total of 92 new House members and 12 new Senators. An only slightly smaller influx
occurred in 1976. The average age of these newcomers was 40, fifteen years younger
than the average of those they replaced. Overall, the average age o f House Members in
the current Congress is 46.8 years —down from 51.1 just four years ago.
—Whereas the Speaker once could almost
unilaterally set official policy for the House of Representatives, a rules change in
1973 gave real power to the Democratic Steering and Policy Committee. Once a moribund and powerless appendage of the Speaker, the Policy unit now is both real and
active, composed of Members elected to two-year terms to represent every geographical
zone in the country. Similar moves among Republicans have dispersed decision-making
in their ranks and given new importance to the House Republican Conference.
— In response to celebrated improprieties by
a handful of Members, the House this year adopted even stricter ethical standards
which severely limit outside income and gifts, prohibit unofficial office accounts, and
require detailed reporting o f personal assets and financial dealings. The restrictions are
so tight, in fact, that some Members are complaining of being "second class citizens."
Nevertheless, the new rules will stay.
Finally, and perhaps more important in the
long run than any of the foregoing, Congress has been regaining some o f the power
it previously lost to the Executive branch. After years of erosion, with congressional
powers passing to the President under claims of "emergency" and "executive privilege,"
the Congress in 1973 and 1974 took several critical stands which marked a turning
point in our history. It restricted the President's war-making powers, severely limited
the doctrine of"executive privilege," instituted impeachment proceedings against a President for only the second time in history, and outlawed executive impoundments of
funds appropriated by the Congress.
At the same time Congress created its own
machinery for establishing effective control over the Federal budget — something that
had been left largely to the Executive branch for most of this century. That machinery
is now working, giving the Congress the kind of control over critical spending priorities
that it never had before.
This is an exciting time to be serving in
Congress. The leadership role is in many ways more difficult, and therefore more
challenging. Our problems do seem increasingly more complex and the work load
harder, more time-consuming and more open to public view and criticism than ever
before. There is a new feeling in these halls of being a part of a great and dynamic
political system. If these changes have made the work o f Congress sometimes frustrating, it remains ceaselessly fascinating. And in this, it mirrors the nation that
it serves.

EDU
TION

For nearly 150 years, New York University has been one of the most innovative
and academically acclaimed private universities in the United States. NYU was
the first university in America to admit women to its School of Law. It has more
foreign students than any other American university, and it grants more
advanced degrees than any other university of its kind. On September 1,1975,
Dr.John C. Sawhill, an economist and educator, became the 12th president
of NYU. Before joining the university, Dr. Sawhill was the Federal Energy
Administrator in the newly-created Federal Energy Office.
Under his leadership,
NYU's
endowment funds have been increased by more than $100 million, thu
providing the university with the resources to deal imaginatively and effectively
with the changes in student population projected for the 1980's.

Today's universities — especially urban institutions like New York University—live in the vortex of change. Like society at large, we
are learning to live in an age characterized by increased financial uncertainty, rapidly
shifting tastes, and greater diversity of thought and opinion. Universities must respond to
the challenges these changes present without losing sight of their primary mission — to
educate new generations of students and to contribute to the discovery, dissemination,
and preservation of all forms of knowledge and human understanding.
In pursuing this mission, universities are
struggling with the devastating effects of financial stringency, budget deficits, program
curtailment, state takeovers and the actual closing o f formerly productive institutions
have been commonplace. Some of the major factors which have led to the current
fiscal problems of higher education include: the rapid overexpansion of colleges and
university facilities built to accommodate the peak enrollments in the 1960's, a decline
in federal government support for basic science, the tenuring of large numbers o f
faculty, and the excessive duplication of courses and programs. Now, as a result of the
declining birthrate, we can anticipate in the 1980's a greatly diminished number o f
traditional age students seeking higher education. What we face in the years ahead
is a complex system of private and public education —over-committed, over-built, overstaffed, and, in many cases, underutilized.
To deal with these problems effectively and
maintain fiscal stability, universities have had to effect sweeping changes — instituting
better and more efficient management practices, curtailing many programs as well as
extra-institutional services and activities, increasing tuition charges, and severely restricting new appointments and salary increases. In the process, we have had to continually
scrutinize our course offerings and establish priorities to protect and support essential
activities. The era of growth in higher education is over; we are entering a period of
consolidation. There is a growing respect for the principle of conservation — not only
of natural resources, but of intellectual ones as well. Universities are now making greater
efforts to develop cooperative programs and share resources through a wide variety o f

part-time, non-traditional, or postgraduate training programs. While it is difficult to
know to what extent new groups can or will compensate for the decline in the number
of traditional students, attempts to reach new audiences are extremely important and
long overdue.
But more efficient management, increased
cooperation with other institutions, and new programs for non-traditional audiences
are only a part of the change in higher education. Equally significant is the change in
the character and aspirations of our student body. A larger percentage o f high-school
graduates are attending college than ever before. Many of these students have not been
adequately prepared for college level work, and an alarming number o f today's students
are deficient in mathematical and writing skills, lacking the basic tools for advanced
education. Unless we are willing to allow our standards to erode and suffer a loss of
confidence in the meaning of the college degree, we must place renewed emphasis on
basic skills. We must also work with primary and secondary schools to help them
become more effective at developing these essential skills.
Beyond these basic skills, we have an important responsibility to protect the integrity of our undergraduate curriculum. In recent
years students have become increasingly career-oriented. More and more o f them, seeking security in a time of financial and social change, are absorbed in specialized and
demanding preprofessional study, abandoning liberal education for highly technical
programs. Some recent statistics hint at what could be one o f the most problematic
issues of the next decade. In the past ten years, the number of students taking the
Graduate Management Admissions Test increased from 58,600 to 156,000. In the same
period the number of students taking the Law School Admissions Test went from 50,793
to 133,076. While the number of law schools has increased in the past few years, there
are only 39,996 places available in the first-year class. The number of individuals taking
the Medical College Aptitude Test rose from 19,000 in 1965 to a total o f 42,000 this
year. In contrast, the number of places available in first-year medical classes will be
approximately 16,200.
It is already evident that there are more students interested in professional training than there are places available. Unless we insist
on a broader concept o f undergraduate education, many students will spend four years
preparing for disappointment and frustration. We must be sensitive to the career orientation of our students, but we need to enlarge upon their interests and guard against overspecialization in the curriculum. In today's rapidly changing world, the real need is to
liberalize the college experience so that our graduates will be more fully prepared to
undertake a variety of jobs in a variety of settings. Colleges across the nation are reexamining the meaning of a liberal education in the hope o f developing in students an active
spirit of inquiry, an interest in knowing, an ability to think critically, a facility with
quantitative tools, a clarity of self-expression, an ability to put issues into a greater
historical or categorical perspective, an ability to make reasoned and independent
judgments —in short, a capacity for self-determination in a democratic society.
The problems we face in the next decade will
require bold and imaginative solutions. The university today is assuming a broader
mission and addressing a wider audience than ever before. Education is accepting as
among its responsibilities new levels of social and political awareness, greater economic
prudence, and increased sensitivity to student needs. It is important to reexamine the
curriculum in this light. At the same time, there is growing confidence in the potential of
higher education and liberal learning for stabilizing our society and preparing us to
deal more effectively with an era of change.

LAW

One hundred years ago, the American Bar Association held its first annual
meeting in Saratoga Springs,NewYork. Two hundred lawyers attended that
meeting, founding what is today the largest voluntary professional
organization in the world, with a membership of more than 220,000. The ABA's
objectives include both professional improvement and public service,and more
than 70 standing and special committees and commissions, appointed
by the Association's President, are currently at work on projects and studies
that will help it meet these objectives. The President of the ABA, William B.Spann,
Jr., who began his one-year term in August, 1977, was admitted to the bar in
1935. He is an active lawyer, practicing in Atlanta, Georgia.

has experienced an accelerating pace o f change. The reasons for this are numerous and
varied and include such factors as the rapidity of technological invention, urbanization,
the growth o f government, and specialization in almost every field of endeavor.
Yet, change in these areas has not been nearly
as subtle and dramatic as in the social attitudes of the nation's population. We live in an
age of great expectations. Many of the common, everyday risks of four decades ago are
no longer acceptable. The concept of individual responsibility has been seriously eroded.
Today, people expect to be protected not only from bodily harm, but from economic
hardship as well; not only from invaders and criminals, but from pollution, from accidents, and even from their own gullibility. Daniel Yankelovich, a social researcher, has
labeled this phenomenon. He calls it a growing "psychology of entitlement," which he
defines as the conversion o f individual wants into personal rights. Societal change has
had a tremendous impact on the nation's system of law and justice. Law is the codification of a society's attitudes and policies. Change in any field eventually becomes expressed
in law.
These patterns of legal development are familiar topics of social, political, and economic discourse. We hear talk of the "litigious"
society and of "legal pollution." Business complains that government policies are too
uncertain for economic planning. But what is not so widely discussed or perceived,even by
lawyers themselves, are the consequences flowing from changes in law which are simultaneously changing the practice of law and the organization of the legal profession.
The impact of change on the conduct of the
profession is something entirely new. When I was in law school, the profession was kind
of a monument: permanent, indestructible, immutable. Laws changed, but the way the
lawyers practiced endured.

The American legal profession, therefore,
stands on the threshold of great challenge. Lawyers must work to fulfill their traditional
role of trying to lead both the governmental process and society in general. More
importantly, our function is to respond to the needs of our time, helping to make change
orderly and fair. The legal profession must perform this leadership role while attempting
to manage the change which is sweeping the organizational structure of the profession.
The number of lawyers has grown by about
30,000 in each of the past six years,increasing the profession by more than half Absorbing
these new professionals is a challenge to the profession and the public, since the United
States population has hardly grown at the same rate.Throughout the same period, metropolitan trial courts and many State and Federal Districts have been burdened with backlogs despite new judgeships and the adoption of case-expediting procedures. As to the
pressures of growth on the practice of law, lawyers are much more sensitive than our
citizens to the exploding inventories of legislation, regulations, rulings, and decisions.
Management of these internal and external
pressures upon lawyers has come to mean that leadership of the profession has had:
—To open up to aggressively address public concern about law, legal services, and the
legal system.
—To listen and respond to public critics, including in some States to accept lay persons
in the government of some professional responsibility.
—To commence the kind of long-range planning and research concerning law practice
and a legal system that managers of industry have been familiar with for years.
—To embrace previously outlawed commercial practices such as advertising, and paradoxically to expand professional regulation at the same time, for example, in continuing
legal education and discipline.
These changing times have also forced lawyers to consider in depth what persists as necessary and essential to law, namely, its
preservation of ordered liberty. There is a tendency for many to become hypnotized by
change. Some get so caught up in it that they are either paralyzed and immobile or they
pursue change for its own sake. Others panic because historic values seem to disappear
from sight. These troubling reactions are most dramatically seen both in acts of terrorists and in the use of torture and oppression by many governments. The American Bar
Association looks forward to its Centennial celebration in 1978, conscious of the risks
connected with our changing times. Its faith in the idea of ordered liberty remains the
key to their management.

RETAILIN
Ralph Lazarus has been associated with Federated Department Stores,Inc.
since 1935, and for the past 11 years, he has been its Chairman and chief
executive officer.
Federated was founded in 1929 by Mr. Lazarus' father,
Fred Lazarus,Jr., and it has become the largest department store group in the
United States. The company is composed of 19 divisions with 300 stores in 25
states. Each of the company's three mass merchandising divisions and 16
department store divisions — including I.Magnin, Bloomingdale's,Filene's,
Bullock's,and Foley's —are autonomous in that operating control remains at
the local level.This allows each location to respond to its particular needs,
while benefitting from the research and expertise that Federated provides.

Successful retailers learn very quickly that
one of the few consistent characteristics of their business is change. Those who do not
understand this phenomenon do not remain successful for very long.
We who serve millions of customers in different parts of the United States also learn that the nature of the change which confronts us is as varied as the number of locations in which we conduct our businesses.
My company's dedication to a policy of divisional autonomy is based on this business
fact of life —that people in Atlanta respond to circumstances in a different way and at a
different pace than people in Los Angeles.
Retailing is a business in which success depends on effective response to the demands of the marketplace. Since these demands
vary so widely and so dramatically from one region to another, we try to develop
locally strong organizations which can respond very quickly to local conditions.
There is certainly nothing new or startling
about these observations. People have been writing articles and making speeches about
the accelerating nature of change ever since man became a thoughtful creature.What we
often overlook,however, is the fact that while change is a condition which demands some
sort of response from each individual or organization it affects, it is also the source of
most of our opportunities, especially in my business. I f our customers were unchanging
creatures, immune to the allures of fashion and other attractions, our business would be
considerably smaller and much less interesting.
The point I am making here is that while
we tend to talk about change as though it were a problem to be solved, in reality it is
the singular quality of our society which provides most of our opportunities for
continuing growth.

Our attitudes regarding change, it seems to
me, are closely related to our attitudes towards the consumer. While we are living
during a time of accelerating change, we are also living at a time when the interests
of the consumer supersede those of anyone else. I am not at all sure that we have yet
succeeded in defining the interests of the consumer, but I am certain that whatever they
may be, we are beholden to them.
There is no question that we are now living
in an age o f consumerism. I happen to believe that this is a very positive condition — that
it offers reputable merchants more opportunities than problems.
In a very real sense I have a strong feeling
that the ways in which we regard and respond to both change and consumerism
may well reflect our basic attitudes as good citizens. Individuals and institutions
which understand and accept change, and which realize that consumerism is a
basically healthy movement, have a head start over those who misunderstand
these phenomena.
Most big and successful retailers have for
generations been genuine consumer activists. I make this statement with no claim for any
distinction, but because it is a simple fact of life that our business success has always
depended on the ways in which we have treated customers — consumers, i f you prefer.
There is nothing at all new about consumerism except that we are trying to institutionalize it. I certainly have no quarrel with laws and regulations which protect the
consumer against real dangers or real abuses. Unfortunately, however, the minute we
begin to institutionalize something as human as this, we tend to go to ridiculous
extremes. Laws are often developed as a reaction to the unsavory behavior of a very few,
and while they may prove a deterrent to such sinners, they impose operating conditions
on the great majority which are too often cumbersome, expensive and, in the long run,not
very effective or helpful to the consumers.
The "good guys," at least those who are reasonably efficient, will benefit from a positive attitude towards consumerism. As a matter
of fact, I think it's rather nice to be living in an age when a concern for others may well be
its hallmark A positive attitude toward consumerism is nothing more nor less than
enlightened self-interest. It certainly does not seem likely to me that those who are
actually opposed to the interests of the consumer, i f indeed there are such, have much
chance of survival.
People — especially Americans, I think —seem
to want everything tied up in neat little packages. When we identify something which
we perceive as a social need, we quickly try to package it in some sort of institutional
form and, as often as not, manage to distort or destroy whatever it might contain.
There is a significant danger in trying to institutionalize the total conduct of our lives; we can too easily create forces which make it
almost impossible to be properly responsive to real needs and thus, in the long run, our
efforts become counter-productive.
The quality of our lives can probably be sustained even in the face of some abuse. I'm not at all sure, however, that it can survive
being institutionalized.

MEDICINE
The College of Physicians and Surgeons of Columbia University is one of the
oldest medical schools in America. It was founded in 1767 as the medical
faculty of King's College — renamed Columbia College after the
American Revolution—and it was the first institution in the North American
colonies to confer the degree of Doctor of Medicine. Since 1891, the
College of Physicians and Surgeons has been an integral part of Columbia
University. It is affiliated
as well with a number of major teaching
hospitals, including the Presbyterian Hospital, Harlem Hospital Center, and
St. Luke's Hospital. Dr. Donald F. Tapley, a Canadian-born endocrinologist,
became the Dean of the College of Physicians and Surgeons in 1974.
During his tenure he has actively supported educational reforms that
humanize and improve health care services at the source—
in medical school itself

American medicine has changed tremendously since the First World War, but it seems clear that we are on the verge
of even more far-reaching transformations. To take the vantage point of a medical school
dean does not qualify one as a soothsayer, but it does offer a close view of trends in
medical education, and it is these that signal where medicine is going, and even where
society would like it to go.
The transformation that coincided approximately with the First World War resulted, in the United States, in the belief that
medicine is a science whose teaching must meet university standards.This view had long
gone unchallenged in Europe, and even in such American centers as the Johns Hopkins
University. But in most of the United States this was the era of diploma mills, which
required of students as their main credential the ability to pay the fee. Abraham
Flexner, the great educator who documented the shortcomings of this era and catalyzed
the reform that was to follow, found that a person seeking care was more likely to
meet a charlatan than a scientifically trained physician.
Flexner's suggestions for improving medical
education were concrete: shut down the inferior schools; insist that every remaining
school offer a basic science curriculum taught by full-time faculty, followed by clinical
training in a hospital; and require that clinical education and research be linked.
The reforms that Flexner instigated set into
motion a train of developments which has probably made American medicine second
to none. The thirty years since the Second World War, in particular, are probably without
parallel in the history of medicine. The activities of the National Institutes of Health,
supported by massive federal funding, have made possible a seemingly unending series
of triumphs in which one after another of mankinds ancient scourges has fallen by

the wayside, and have contributed to dramatic improvement in the quality of care given
by hospitals affiliated with our major academic health centers.
Yet all is not rosy—in fact, far from it:
—If biomedical research has advanced,so have the public's expectations. The marvels o f
modern medicine have been praised so extensively in the mass media that many have
come to believe that methods to achieve universal health and perpetual youth are
already at hand. Disappointment and frustration result when medicine fails to make
good on the more extravagant of the publicized visions.
— Even the genuine medical advances are not equitably distributed among our population; the disparities between those who live in inner-city or rural areas and the
remainder of the population are especially marked. Upon taking account of the maldistribution of physicians, fragmented systems o f paying for the continually growing
costs of care, the anachronistic models for delivering health care services, and the lack
of success in compelling patients to exercise preventive measures, it seems evident that
our health care delivery system is close to shambles.
— Because of the rapid pace of biomedical advances, what physicians can do has outstripped the development of the standards by which they, their patients, and the public
decide what ought to be done. Today we have the technical knowledge to keep alive
many newborns with congenital lesions that ten years ago would have been uniformly
fatal. Many of these infants can go on to lead relatively normal and productive lives.
Other infants, however, require life-long institutional care. For a newborn needing such
treatment, the outcome often cannot be foretold. How are we to decide, in the individual case, what care should be given? when it should be stopped? how to determine
what proportion of our resources to be devoted to infants and how much, say, to patients
with kidney failure, many o f whom can be rescued by dialysis and transplantation?
Comparable questions can be raised in virtually every field of medicine and cause
concern among physicians, patients, legislators, and planners alike.
Medical schools receive perhaps undue
blame for these problems. Yet it is in medical schools and their associated schools of
nursing, allied health, and public health that health professionals are educated. It is
in the medical schools and their associated universities that research and educational
experiments relevant to these problems can be carried out. The criticism of medical
schools may be in good measure misdirected, but it has the wholesome effect of
stimulating the work of those who are originating the next transformation in
American medicine.
If I seem optimistic, it is because suggestions of the path which may lead to the needed transformation are already at hand.
The chaos of our health care delivery system is now so extreme, and the problem of
achieving a rational system so complex, that only a massive research and development
effort can solve it, a research and development effort that falls in the bailiwick of our
nation's medical schools. We must take leadership in the development of new models of
health care, models which make possible the effective delivery of care to hundreds of
thousands of men and women in underserved urban and rural areas without increasing
costs. At the College of Physicians and Surgeons ( P & S ) of Columbia University we have
begun to approach the problem with the establishment of a Center for Community
Health Systems. This research center enlists the substantial and varied resources of the
University jointly with the Faculty of Medicine and its affiliated teaching hospitals in a
systematic attack on problems in organizing and delivering care, especially in urban
areas. The problems are immense.But the Center has begun to make inroads on the task of
designing and evaluating new patterns of health care delivery, in the process creating a

partnership among members o f the business community,our hospitals,and the University
which promises to be highly productive.
We have also been able to make preliminary
contributions to the problem o f clarifying the perplexing questions that result from the
clash of individual, professional, and societal and cultural values. Man and Medicine:
The Journal of Values and Ethics in Health Care, a journal published by a group of P&S
faculty members, seeks to establish a dialogue on these problems in which everyone with
a stake in health care has an equal voice. In its two years of publication the journal has
brought into the discussion laymen, lawyers, and business leaders as well as faculty
members from nearly all departments o f many universities. P&S also has created an
interdisciplinary group o f humanists, social scientists, and physicians who study specific
cases of conflict that arise in the clinical setting. By questioning participants in these
conflicts sympathetically but in great detail, and by thrashing out their own differences
in describing these cases, the study group arrives at a more integrated understanding of
the conflicts and their causes. In many instances the outcome of such studies will be
practical suggestions for restructuring elements in the health care system.
These and other trends in medicine will
result, I believe, in general agreement as to the need for creating a cadre of physiciancitizens,analogous to the remarkable cadre of physician-scientists brought into existence
as a direct result of the Flexnerian reforms near the turn of the century. Our recent
experiences in exploring new patterns of research and scholarship are providing leads
which may help us to develop the required educational program. It is obvious that
our health care system is sorely troubled, but the portents are by no means wholly
ominous. With the advice and support of American business, we can do much to shape
the coming changes in ways that are of benefit to all.

AV
In addition to being the largest producer of commercial aircraft
in the world,
the Boeing Company has played an important role in aviation history.The
company originated and built the B-47 and B-52 bombers and the first
commercial jet transport plane, the 707, which Pan American World Airways
first put into service in September, 1958. Significantly,
T.A. Wilson,Boeing's
Chairman and chief executive officer,
has participated in most of the
company's pioneering work during his 45-year career. Mr.Wilson
led the team
which won the Minuteman Program for Boeing, and, under his leadership, the
company continues to make aviation history with advanced technological
developments that have produced the hydrofoil, remotely-piloted vehicles, and
a variety of space, military, and commercial projects.

Predicting developments in air transportation is an interesting challenge and one which is subject to considerable margins of
error. In the past we've usually been overly optimistic in visualizing near-term developments, and overly cautious in predicting events two or three decades in the future.
For many years engineering technology has
determined the rate of advance in the aviation industry. I f we could build a better
machine, we did so. There was risk but it was the straightforward kind, where the problem was to build a quality product for a hungry customer and sell it for a profit.
That's still the bottom line,but getting there
is a far more complex task than it used to be. Although advanced technology still is a
critical element,it is only one of many factors which now must be considered in the
development of a new airplane. The future o f commercial air transportation is being
strongly influenced by market, environmental, energy, legal and financial considerations.
The airlines are a mature industry, but we
expect air traffic growth to average slightly more than 6 percent annually during the
next decade. This exceeds the rate of growth projected for the general economy—which
we estimate to be about 4 percent—but recent trends throughout the world indicate
the public will spend more of its discretionary income on travel than on other things.
Airfreight is expected to increase at a slightly higher rate than passenger growth, but it
begins from a lower base.
These projections have a considerable band
of uncertainty, and new technological developments in aircraft and ground handling
systems could increase annual growth rates, particularly for air cargo.

Before we look at some of the potential technological developments, let's review some of the constraints which affect both aircraft
design and commercial operation. Aircraft noise and pollution have become major
problems. Court action, operating restrictions, curfews and sanctions against airport
development are increasing. Community noise damage claims relative to airports currently exceed $1 billion in the U.S. alone.
The jet engine is the biggest source of aircraft
noise.The expenditure of considerable effort and many millions of dollars has resulted in
substantial reduction in the jet's noise levels since the early 1960's. The high-bypass-ratio
engines which entered service in the 1970's made a substantial improvement in engine
noise levels and new engines under development promise additional noise reduction.
Energy is another constraining factor in new
airplane development. Airplanes must be both quiet and more fuel efficient. Jet fuel
costs have tripled since 1974 and are expected to continue to increase at a rate exceeding
inflationary trends. Jet fuel consumption by commercial aircraft represents a small
percentage of U.S. energy consumption — about 3.5 percent—but commercial jet transports are a highly visible consumer of fuel. As such, they are vulnerable to restrictive
allocations in case of a national shortage of petroleum. We expect there will be adequate
jet fuel available through the year 2000 but after that supplies will decline. Eventually, this means that alternate fuels —with or without new propulsion systems —must
be developed.
Synthetic kerosene,derived from coal or shale,
could be used in place of currently available JP fuel, with little change in engines or
ground handling systems. Liquid hydrogen shows promise as an alternate fuel source,
but it also entails problems in handling and aircraft design. It will require substantial
development before it becomes economically feasible, and we do not expect it to be a
viable aircraft fuel until well into the next century. Liquid methane is another potential
fuel for jet engines and it shares some of the same advantages and problems of
liquid hydrogen.
There are other constraints on the growth of
the world's air transport system besides energy and environmental concerns. The uncertainties associated with deregulation proposals have the airlines in a state of flux with
respect to long-range planning. If the airlines are to replace their aging equipment and
buy new aircraft for air traffic growth, they must know what to expect —and they must
be allowed to make a reasonable profit.
Now that we've scoped some of the uncertainties and problems which affect the development of engineering technology for future
aircraft, let's discuss some of the new technology. For the most part, these changes are
evolutionary in nature — rather than revolutionary—as was the case with the first sweptwing jets. Much of this technology will become standard equipment on future aircraft. In
nearly all cases the problem is not the technology itself but the way it must be
integrated with traffic growth, environment, energy, economic and legal considerations.
Dramatic improvements have been made in
airfoil and wing technology. Before the fuel crisis, speed was the common objective.
Now the objective is to design a wing which can save up to 10 percent in fuel or make
it possible to use a smaller engine for the same payload/range requirement. This also
helps out in the noise reduction area. Advanced airfoils which meet these objectives
have been developed.
Although not new, mechanically induced
laminar flow has the potential for providing substantial improvement in performance.

Airplane wings of today operate mostly in turbulent air flow, which increases drag. I f
this turbulent layer of air can be forced to slide smoothly across the surface o f the
wings, drag would be significantly decreased, resulting in additional savings. Airfoils
can be designed for natural laminar flow and suction devices inside the wings can be
used to remove the turbulent boundary layer. We know it works under controlled test
conditions,but we haven't reached the stage where it is operationally feasible. Additional
development is necessary before the benefits o f mechanically induced laminar flow
can be counted on for production jet transports.
New materials are moving into production
lines for applications in aircraft wings and bodies. New higher quality aluminum alloys
are replacing older alloys and titanium is replacing the heavier steel for selected applications. Advanced composites using high strength carbon fibers are in development, and
should see increasing use on elevators, rudders, ailerons and stabilizers. These materials
offer high strength and low weight.
A minor revolution is taking place in the avionics systems for commercial jet transports. New digital computers and inertial guidance systems are simpler to operate, more reliable and less costly. Improvements in
the electronics and instrumentation in the flight deck promise to simplify the pilot's
job, add to safety and reliability.
We can see a long life for wide-body aircraft
such as the 747, DC-10, L-1011 and the A-300. These aircraft have many o f the technological features just discussed, including modern wings and fuel-efficient, high-bypassratio engines. They can be modified and improved for many years, and there is no need
to replace these aircraft for the payload/range requirement they were designed to meet.
However, there are requirements for new
medium size aircraft in the 130- to 200-passenger categories. A medium range transport
probably will be the first aircraft produced. A long range aircraft with the same
passenger capacity could follow. These aircraft will replace many o f the older jets, such
as the DC-8s, 707s,and early 727s,DC-9s and 737s. New jet engines now in development
promise an increase in fuel efficiency of about 20 percent over engines currently used
on these transports.
Looking farther ahead, we can see where a
supersonic transport would become economically viable. The Concorde SST has been
proving the technical feasibility of supersonic transports. An advanced SST will require
new multi-cycle engines, improved aerodynamics and new structures and materials. We
still think it should carry from 250 to 300 people at nearly three times the speed of
sound. Obviously, its community noise, economics and fuel consumption should
approach those of subsonic aircraft in service at that time. It would require substantial
research and funding to develop such an SST and perhaps even another technological
breakthrough, such as the jet engine was back in the 1940s.
There are many options for applying new
engineering technology in the air transportation industry. Picking the right option is
difficult. We live in an increasingly complicated world and simple solutions are hard to
find. As H. L. Mencken once observed, "For every problem there's a simple answer, and
it's wrong."
Technology has solved many problems in the
past —and it will do so again,but it's only part of the equation in meeting requirements
for continued growth o f the air transportation system.

INTERNATIONAL
FINA

Nomura Securities Company, Ltd., which was founded in 1925, is the largest
securities company in Japan. With 99 domestic offices
and 22 international
offices
and subsidiaries, Nomura employs more than 9,000 people in
Japan alone. Its consolidated assets exceed $1.7 billion, with revenues totaling
$555 million. For thirty years, Hideo Suzuki has held a number of
important posts with the Government of Japan. In his most recent assignment,
he was Director General of the International Finance Bureau of the
Ministry of Finance. He has also sewed as Executive Director of the International
Monetary Fund. Mr. Suzuki is now Chairman of the Board of Directors of
Nomura Securities International,
a position he has held since 1974.

J a p a n has adapted to as much change
as any industrialized country in modern times. The character of its economy makes
it very reliant upon international trade, a position especially susceptible to the smallest
changes in the farthest corners of the world. As economic conditions have changed in
recent years, policies have changed. In turn, changes in policy have created new conditions.
The Japanese people are very quick to react
to external conditions. The governments policy to deflate the economy as a result of the
high inflation stemming from the quadrupling of oil prices has led to some pessimism
about business conditions in early 1978. Manufacturing industries are operating at
80 percent of capacity. One out of five companies listed on the Tokyo Stock Exchange
carries a negative current account. The consumer price index is up by 7 to 8 percent and
while the unemployment rate stands at less than 2 percent, the Japanese method of
calculating employment hides the idle labor in manufacturing plants and government
institutions. New investment in manufacturing facilities is negligible.
However, the diligent efforts of Japanese industry to recover from the "oil crisis" and the continuing demand for the durable
consumer products at which the Japanese excel have created new problems and the need
to change policies. A huge surplus in the current account of the international balance of
payments has accumulated. The international pressure to reduce the surplus has become
intense. It is now the consensus of the Japanese people to rectify this trade imbalance, to
achieve equilibrium, to respond to change.
The required change in strategy is to boost
domestic demand through fiscal stimulus, thereby increasing imports and lessening the
pressure on exports. A spending policy should be promoted through the removal of the 30
percent limitation on government debt financing. The government has also called for
tariff cuts and a reduction in import restrictions. While there is a national consensus to
reduce the trade surplus, it will take some time for changes in government policy to
take effect.
Change for the sake of change is not good.
It is important that these changes in policy are the correct changes. It is generally said
that a policy on foreign exchange should be combined with fiscal and monetary policies
to maintain the balance of international payments. Revaluing the yen upward, however,
is not a good policy. This will curtail growth, reduce domestic demand, and diminish
Japanese imports. The correct direction for the Japanese economy is toward a stable rate
of foreign exchange and a higher growth rate with exports and imports in equilibrium.
Such changes will lead to a slow first half in
1978 as the economy adapts to new policies. As the year progresses,growth will accelerate
to a rate of 6 or 7 percent in the second half. Strong growth will continue into 1979 as
Japan maintains its role as a key member of the world economy, in part through its
ability to respond quickly and correctly to change.

MEDIA
September, 1929 was not an auspicious time to begin any kind of publication,
especially a publication devoted to business news.But, three weeks before
"Black Tuesday " Business Wee k first appeared. Now, nearly fifty years later,
Business Wee k, a McGraw-Hill
publication, is the largest business magazine in
the United States—and possibly the world—with a weekly circulation of
775,000. Lewis H.Young moved from managing editor to editor-in-chief
of
Business Wee k in 1969, and he has been an essential part of the magazine's
success. One of the most obvious results of Mr. Young's leadership is that
Business Wee k runs more pages of advertising than any other magazine in the
United States. In his essay, Mr. Young discusses the widening gap between
business and the media,pointing out how a "hostile relationship"might
be
changed for the better.

Business
and the media have developed
into arch antagonists. Relations between these two important institutions of our free
enterprise system are worsening because representatives of the two find it increasingly
difficult to communicate with each other. When they meet to discuss the problems of
their relationship, they tend to posture, each side spouting idealistic fantasies of how
it sees itself. If some resolution of these differences is not accomplished, they could
destroy each other—and the free enterprise system.
The media see themselves as watchdogs for
society. They believe the public has a right to know everything and that the press
is the best vehicle for informing the public.
Business sees itself as the driving economic
force of society—the institution that provides most of the economic growth, most
of the jobs, and has produced the high standard o f living the U.S. enjoys. Business
executives see themselves as honest, frank, hard-working, and slavishly responsible
to their stockholders, employees, and government.
In the real world, neither lives up to these
artificial pictures 100 percent. The media want to sell more subscriptions or to increase
the number of viewers or listeners. Big headlines, colorful graphics, are easier to
appreciate than thoughtful, serious articles. Television news reporters are regularly
advised to deliver stories that will excite, rather than inform, their audiences. Competition sometimes forces stories to be printed or aired before they are thoroughly
researched; compression can change meaning and thrust. In addition, there is a segment
of the media that is insensitive to money, but that is basically interested in power—it
wants to redistribute the power so its members have a bigger voice in making decisions.
To these people, the business establishment is a threat because of its strength and power.

Real news stories of the past few years have
painted an unflattering picture of too much of business. Illegal campaign contributions,
bribery of foreign officials, pollution, unsatisfactory products, an emphasis on earnings
per share over employees' job security or safety, outright fraud, and a tendency to be far
from frank with the press —have created a far different image in the minds of many
hardworking, honest reporters and editors. Some business executives pride themselves
on their lack of accessibility to the media — they never talk to a reporter; others boast
of their ability to answer media questions with half-truths and obfuscations that make
it impossible for a reporter to understand what is going on in a company.
This growing animosity is unfortunate for
the United States. The free enterprise system, which has done so much for the wellbeing of Americans, needs both a strong free press and a strong business community.
Both need to understand each other better. But it is impossible — nor would it be
desirable — for them to embrace each other in a lovefest.
At the root of their disagreement is the fact
that the objectives of each institution are so different. Most businesses are trying to
build something and their scorecard is profit. To accomplish its goals, a corporation
often needs to be secretive about its tactics, its market share, its pricing policies. Most
reporters are trying to win readers by telling them things the readers do not know.
Television reporters are primarily trying to entertain their audiences, much the same
way the feature "Believe It Or Not" entertained newspaper readers 40 years ago. A
reporter wants a good story.
What can make this hostile relationship more
productive—while keeping each institution in its proper role — is a better understanding
o f how each operates and what motivates it.
Too many reporters do not understand business, economics, and finance. They see dishonesty and fraud in every move of business —
even in the most straightforward transactions. Every simple sales commission paid to an
agent has become suspect because of the illegal bribes paid to foreign agents. To report
on business the way the media report on government — a task the media have assumed —
the media have to learn more about business, attract bright young people who are
educated in business and economics to do the reporting, and create rewarding careers
for such talented people.
Business executives w i l l have to learn to
respond to press inquiries when they are made. Every medium has an unrelenting
deadline. If a story exists to be done, somebody will do it. Reporters strive to be first
in print. Companies cannot expect to put reporters on a company schedule unless
they also expect strong repercussions from the news media.
Because of the deadlines and competition,
time is of the essence. Business has to learn to respond to queries quickly. Too often the
explanation, "We have to study that, give us a few days to make a reply," is really a
stall. The media are interested in a company when there is a problem, not when the
problems have all been solved. There is a lot of truth in the charge leveled by John
De Butts, Chairman of AT&T: "The press is less likely to cover business developments than
it is business problems."
Since the press views as news what interests
its readers or viewers, it should be no surprise that an airplane crash is news, while
the fact that all planes are flying on time is not. Similarly, a corporation in trouble
is of more interest than one doing the same thing it did last year and the year before.

One fact that reporters sometimes overlook
is that the members of the media are businesses too. Every newspaper and magazine
is a business. So are radio and television stations and even the networks. If they do not
make money, they go out of business. Sometimes the very act that a reporter or
broadcaster criticizes in business is standard business procedure at the publication or
station that employs him.
At the same time,a business corporation
should not take advantage of the business side of the media by penalizing a publication or broadcaster for a story through the withholding of advertising dollars. Not
only will such punishment tend to crystallize hostility toward the advertiser, it also
could stimulate the punished publication to report every last unfavorable fact about
an advertiser who has canceled his advertising—lest the editor's peers believe that
the threat of a loss of advertising has influenced his news judgment.
Too often, a chief executive cancels a corporation's advertising because a story has put him in an unfavorable light. He is using
the corporation as a personal fiefdom. If a medium is chosen to advertise a company's
products because its readers are potential customers for those products, it is not in the
company's best interests to cancel that advertising to satisfy the temper tantrums of a
chief executive officer. In fact, a far better strategy might be to place an advertisement
in that same medium explaining the company's view of the story.
is the interpretation that
way an outsider will. It
it when the fundamental
when it finds it has been

At the root of most differences over a story
is applied to it. Nobody in business views a situation the same
is a mistake for business to overreact to what is said about
facts are accurate. Nonetheless, business should scream loudly
inaccurately portrayed by any medium.

The media have to curb those ambitious
reporters who would turn every story into another Watergate. The press's role in politics
has always been partly to uncover the wrongdoing in government.The press has extended
that role to business today.
Business's response to that should be to try
to get the straight story in the press, not to hide from the spotlight of publicity. In its
role as custodian of the public interest, the press can perform a productive service by
taking this job away from government. Disclosure could replace government intervention
with its regulations, bureaucracy, and stultification of initiative and incentive.
Despite the continuing hostility between the
media and business, both need each other. What is at stake is the U.S. free society that
is so much admired everywhere. To have a free society, the U.S. needs a free business able
to make economic decisions on their merit and a free press able to speak its individualistic
mind. Business and the press cannot be allies; but they must respect and understand
each other.

INSURANCE

In 1875, the Prudential Friendly Society opened a small, basement office
in
Newark,New Jersey to provide insurance protection for the workingman. That
initial venture has grown into the Prudential Insurance Company of America,
the world's largest insurer,with 25,000 sales representatives
in 1,700 offices
throughout the United States and Canada,serving more than 50 million
policyowners. Prudential, a mutual company owned by its policyholders, led
the entire insurance industry in 1976 with $43.7 billion in assets and $262.7
billion life insurance in force. Robert A. Beck, who joined Prudential in 1951,
was named President in 1974. As President,he is Prudential's
chief operating
officer for marketing and administration. Mr. Beck is active in insurance
industry affairs
and serves on the boards of several major corporations.

Recent years have seen a continuing
acceleration of the pace of change in the insurance industry. The pace has quickened,
largely in response to three major forces: inflation, government regulation and the
consumerist movement. While the influence of these forces impacts many industries,
it challenges the insurance industry in rather unique ways.
Three consequences of the inflationary spiral
have been of profound importance to the insurance industry—the costs of labor, health
care and automobile repair.
Insurance sales and service is a labor intensive enterprise. It is, therefore, necessary to stress productivity improvements in order
to control unit costs in the face of escalating wage trends.
In recent years, Prudential has been able to
offset most inflationary expense increases through unstinting effort to improve productivity. Administrative service costs have been kept under rein primarily by increasing
computerization of clerical functions. Productivity improvements in the sales area have
been obtained by substantial increases in the premium income generated by the
individual producers.
While inflation has, in itself, fueled the need
for increasing amounts of individual insurance protection, other productivity improvements have been accomplished through competence and quality of the sales force and
by an expansion of the product line into new markets. With Prudential's expansion into
the property and casualty field, new product lines are available to enhance the ability
of the sales force to broaden their customer contact, while at the same time providing
an improvement in sales compensation.
Inflation has also been a major contributing
factor to skyrocketing claim costs for health care and auto repair. Health care costs
have been further boosted by proliferation of expensive equipment and competition by
hospitals to provide a wider range of services than utilization might warrant. Cost of
automotive parts and repairs has jumped even faster than overall inflation.
Traditionally the insurance industry regarded
its role as the provision of insurance coverage, rather than control of basic claim costs.
Today Prudential, as well as the industry in general, has become very active in the design
and sponsorship of cost containment programs.

Major changes in the insurance industry have
also been induced by the explosion of governmental regulation — ranging from pension
reform legislation through federal equal opportunity programs and disclosure legislation at the state level.
ERISA, inflation and proposed changes to the
Social Security System have been, and continue to be, important areas of concern in the
group pension area. Pension plans are much more expensive to administer as a result
o f ERISA, while inflation increases the cost of service. Proposed changes in Social Security
inevitably will be more costly to employers and will likely reduce their ability and
desire to supplement Social Security benefits. In addition, increased volatility in investment markets makes investment performance a critical element in pension fund management. Other pension-related discussions are currently taking place on accounting
requirements, the propriety of compulsory retirement ages and whether mortality tables
should be on a unisex basis.
Greater attention to Equal Employment
Opportunity and Affirmative Action programs has spurred the hiring o f additional
female and minority insurance agents. The number in Prudential service in both
categories has increased substantially in the past few years.
State regulation is creating cost pressure in
addition to that generated by the inflationary spiral. Various state regulations, differing
but slightly in content from state to state, are causing the production and use o f a
proliferation of sales materials that are adding substantially to the cost of doing business.
Government involvement in the industry is
tied closely to the concerns of the consumerist movement. Consumer advocates are
actively engaged in espousing policies, programs and activities aimed at giving consumers more information and protection.
The industry continues to develop new
products to meet the changing needs o f the public. Over the past few years there has
been increased development of and greater marketing emphasis on insurance products
which meet needs that naturally develop in an inflationary economy. Prudential has
introduced an individual health insurance product to protect individuals against catastrophic losses in a period o f rapidly escalating health care costs. We have also seen
considerable change in the "traditional" lines of business. It is estimated that 70 percent
of our life insurance sales now come from products not included in our portfolio
20 years ago.
In recent years, group insurance has been
expanded to embrace coverages such as dental insurance, prescription drug care and
vision care, in addition to giving a much broader range o f coverage through traditional
medical care. Alternative ways of providing health coverage, such as Health Maintenance
Organizations, have evolved.lt is likely that the group insurance marketplace will expand
to include still more new coverages, such as group legal insurance and increased
opportunity for employees to select from various available benefits.
Perhaps more pervasive than all the other
changes that have occurred in the industry over the past few years is the solid commitment to social responsibility assumed by all segments of the business community.
Prudential wholeheartedly participates directly, as w e l l as through industry
organizations.
In the years ahead we are looking to even
greater change in society. At Prudential we are working to respond effectively and
responsibly to such change.

MANAGEMENT

Tate and Lyle, Limited supplies approximately fifty percent of the sugar
consumed in Britain. In addition to raw sugar production, refining and
marketing, the company is involved in road transport,shipping,bulk
liquid
storage, international commodity trading, manufacturing
plastic and
aluminum products for the agricultural and construction industries, and
agricultural and process technology. The company has more than 16,000
employees in 36 countries and ranks as the largest public storage company in
the United Kingdom. H.S. Tate joined Tate and Lyle in 1952 and became the
Chairman of its Executive Committee in 1972.

Having rashly accepted the commission
to write this article, I quickly realized that the likelihood that I might say something
new was minimal. Indeed, I began to reflect whether I could say anything at all
of any significance. Change, after all, is omnipresent. Insofar as change presents problems,
it is the most basic factor of our professional lives as managers and without it, the
function we perform could well be redundant.
Today those aspects of change that pose to
companies and their staffs a growing range of moral problems are increasingly significant. The concept that industry can be isolated as a value-free function is now recognized
as indefensible. Managers are a vital part of international life but their constituency is
uncertain and, given the dynamic of change and its far-reaching effects, their responsibilities are still ill-defined and the right place for their loyalty to lie also remains uncertain.
As industrialists we need to develop a whole
set of mental systems or attitudes to "manage" change. Change cannot be avoided;
either we elect to pursue it or it is imposed upon us. Our problems really arise, not in
coping with its effects, but in deciding the legitimate boundaries for our actions. How, for
example, do we deal with those who, perhaps for doctrinaire political reasons, oppose
changes we wish to pursue in the interests of shareholders and employees? What should
be our approach to those whose concepts of desirable change clash fundamentally
with our own?
Over the last decade or so several m a j o r
changes are discernible. Technological development continues at an exponential rate,
giving us not only new products and new procedures but new problems insofar as
educating and reorganising work forces are concerned. The effects of modern data
processing, for example, on people and their work are by now known well enough
to make any recapitulation unnecessary, but this is only one example, and a company's

legitimacy of action in deciding upon changes that have a whole range of external social
consequences is still, to my mind, a difficult problem which remains largely unresolved.
In the U.K. the role of the trade unions has
drastically changed. Monopolies of labor now face and threaten to replace the so-called
monopolies of capital. The legitimate union aims o f eradicating poverty and providing
dignity and reasonable living standards have become perverted to such a degree that
the interests of society are subverted to further the interests of muscular minorities.
Unions are necessary but the chaos often
caused by their actions is not. What should our response be to such change? We are
managers. We are also members o f society and many of us may in fact belong to unions.
If unions with "monopoly powers" are to be a major social voice, do we have the right
to make our companies the countervailing power, thus enshrining continued social
conflict? Or should we seek redress through the ballot box as mere individuals? This
question is particularly relevant to those social democracies where the relationship between the state and "private" industry remains ambivalent and where the labor movement is afforded a degree of virtue based on past aspirations rather than current conduct.
My point is that change is historically omnipresent and inter-connecting. Social change has affected industry and industrial change
has affected society. The manager cannot be insulated from the consequent pressures if
this is even desirable. However, the problems of change do become more acute when it is
imposed on industry from outside its organizations. In the U.K. today such changes
include a whole host of legislation aimed at protecting the individual in relation to his
place of w o r k The resulting effects on the company are management problems of control
and discipline. Yet these changes are self-referential in that managers are also employees!
Other changes in the U.K. include union dialogue with top management, inflation,
"incomes policy," high marginal rates of tax and the consequent erosion of pay differentials. They all have something in common. They all tend to disenfranchise and
demotivate managers and, unless this trend is reversed, there is little doubt in my
mind that our industrial performance will suffer further.
The question these changes pose is really very
basic. Industry is under pressure from government to run its affairs to better the interests of employees and consumers. The level of imposed change may well threaten the
very ability of a company or industry to survive. How far should we resist change to protect
production or ownership? Do we have a right to question or to resist the civil power
when we realize that government action is inconsistent,incoherent or counter-productive?
The problems of self-generated change are
somewhat different. Questions of new markets, diversification,growth,industrial rationalization, withdrawal from old activities are initially of a technical or financial nature,based
upon product or process development, consumer demand and returns on capital employed. Inevitably, however, one comes up against the need to change current practices
and attitudes i f new ideas are to be implemented successfully and profitably. As well as
the constraints imposed by government, the industrialist will run into various 20th
century aspects of Luddism in seeking to fulfill corporate objectives. Restrictive labor
practices and the influence of the preservation or conservation lobbies are steadily becoming stronger. What is more, these interests off en have no scruples in working outside
any democratic process to get their own way. We are constantly faced with the need
to change and adapt our tactics to meet their threat, which immediately poses problems
of morality. How far is it permissible to meet special pleading or action on its own

grounds? Can we as managers really decide on society's behalf what changes are beneficial or what technological developments should be encouraged?
It is easy for the industrialist to contend that
the validity of any change can (or must) be left to the decision of the marketplace.
Conceptually, this consequence of capitalist or free enterprise theory may be correct,
but we do not live in a world where factor prices and supply respond smoothly to
demand. We may argue that this distortion is the work of politicians, but can we, as
conscientious managers, really rely only upon market forces?
The area o f greatest change can best be
summed up in the words "attitudes and expectations." As industrialists we exist to
serve, by offering goods, services and employment to people in many lands whose
standards may differ but whose awareness of their rights is increasing. What should be
our attitude to Third World countries whose primary products are both their sole source
of income and cost inputs to our production processes that we might seek to cut? The
problems of factor supply and product pricing—both external and internal —are thus
doubly important for the multinational company. Can we arbitrate between the conflicting needs of the countries wherein we operate and expect that our arbitration will
be thought fair by those concerned?
Better education has undoubtedly played a
part in changing expectations with regard to work There is now a perceived requirement for us to make work interesting as well as financially rewarding. The growing
demands for "communication" and "consultation" reflect this. Can consultation and
participation be made compatible with the arbitrary, centralized decision making process
that has traditionally been considered essential for efficient industrial performance in a
hard commercial world?
To most o f these questions I have no immediate solutions to offer. This will not, I hope, surprise you because I suspect you have no
immediate solutions either! I do have, however, a strong belief that these problems must
be solved and lack of willingness to tackle them is dangerous and could threaten the very
fabric of Western civilization. We must face the fact that managers are involved with
moral problems. We must seek to educate ourselves and to develop our activities and
understanding accordingly. There is a great and growing need for direction and leadership
based upon an appreciation of the needs of individuals, of people, of "the man in the
street." People matter. If for a moment we, as managers, forget this, or seek to evade
our responsibilities towards our fellow human beings, there is one certainty. And that
certainty is that society will eventually take us to task Our care for people is the
primary standard against which our performance in managing change should be judged.

"Nothing
endures out
change."
HERACLITUS

TOUCHE ROSS
OBJECTIVES
We are committed to making a positive
contribution to our clients and to society through the excellence of the independent
accounting, auditing, tax, and consulting services we provide. We seek to be a vital
force, providing information for the evaluation and management of business, government, and social institutions. Working always with integrity, we seek to lead in the
innovative expansion of the professional disciplines in which we serve.

re seek and support people of the highest
personal qualities and with a diversity o f talents and interests. We strive to provide an
attractive environment, an opportunity for continuing personal development, and competitive economic rewards. We especially seek all who are interested in innovative services.

We strive to be a developing enterprise — to
extend and expand our services — and yet to remain one cohesive firm,growing nationally
and internationally as our members realize their potential.

With confident, conscientious leadership,
and in full awareness of the high personal qualities and professional competence of our
members, we reach out to realize an ever greater professional commitment. Among
professionals we expect, therefore, to be both distinguishable and distinguished.
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New York, New York
Oakland, California
Oklahoma City, Oklahoma
Omaha, Nebraska
Philadelphia, Pennsylvania
Phoenix, Arizona
Pittsburgh, Pennsylvania
Pocatello, Idaho
Portland, Oregon
Richmond, Virginia
Rochester, New York
Sacramento, California
St. Louis, Missouri
Saint Paul, Minnesota
Salem, Oregon
Salt Lake City, Utah
San Antonio, Texas
San Diego, California
San Francisco, California
San Jose, California
Santa Ana, California
Santa Rosa, California
Seattle, Washington
Southfield, Michigan
Stamford, Connecticut
Syracuse, New York
Tampa, Florida
Toledo, Ohio
Tulsa, Oklahoma
Washington, D.C.
Wilkes Barre, Pennsylvania
Willoughby, Ohio
Worcester, Massachusetts
Youngs town, Ohio
Venezuela
Caracas
Maracaibo
*Correspondent firm with
Touche Ross staff in residence.

Russell E. Palmer
Managing Partner and Chief Executive Officer
Regional Partners
Robert B. Dodson, West
W.Grant Gregory,South
J. David Moxley, North East
Gerald A. Polansky,Mid Atlantic
Andrew C. Ries, Central
National Directors — Professional Functions
W. Donald Georgen, National Director of Accounting and Auditing
William L. Raby, National Director of Tax Services
Max E Sporer, National Director of Management Services
National Directors — Operating Functions
David V.Burchfield, National Director of Operations
William G.Gaede, National Director of Client Services and Development
Carleton H. Griffin, National Director of Resource Development and Legal
John F.Keydel,National Director of Planning and International
Richard Murray
Firm Counsel
Marvin D. Frankel
Director of Public Affairs
Board of Directors
Carleton H. Griffin,Chairman
Robert L. Bean
W. Grant Gregory
Robert M. Berkowitz
J. David Moxley
Russell E. Palmer
Donald A Curtis
Gerald A. Polansky
Robert B. Dodson
Robert S. Puder
Robert P Fairman
Andrew C. Ries
W. Donald Georgen
Robert M. Shehan
Gerald E. Gorans
Senior Partners
Jack E Adler
Milton M. Gilmore
Fred W. Nichols

Pro Tem Participants
Harold B. Minkus
Richard A Nest
Herbert P. Sillman

Robert S. Puder
Herbert P. Sillman
Walter H. Soderdahl

E. Palmer Tang

Touche Ross International
Russell E. Palmer
Managing Director and Chief Executive Officer
JohnF.Keydel, Director, International Services
Archibald Campbell, Director of Operations and Development
Robert J. Sack, Director of Professional Standards
Regional Partners
Andrew C. Burns, Americas
Kenneth R.Oswell,Mediterranean,Middle East,Africa
J. Thomas Presby, Europe
Bruce M. Robertson, Asia/ Pacific
Board of Governors
Ian H.Bell,Chairman
Douglas R.P. Baker, Vice Chairman
Robert M.Shehan, Vice Chairman
William R.S.Ritchie,Chairman Emeritus
Ronald H.Anderson
John W. Beech
Michael J. Blackburn
David V. Burchfield
Peter J.Davidson
Roberto Dreyfuss
William G. Gaede
Bruno Gimpel
Carleton H. Griffin
Constantin Hirt
Daniel V.
Kelly
JohnF.Keydel
Antoine M. Mattar
Karl Nebendorf
H. Erik Olesen
Russell E. Palmer
Robert S. Puder
Robert M. Rennie
Leopoldo Romero
Peter Stilling
E. Palmer Tang
Iwao Tomita
Joop van Thuijl

Canada
United Kingdom
United States
United Kingdom
Australia
Canada
United Kingdom
United States
Australia
Brazil
United States
Italy
United States
France
United States
United States
Lebanon
Germany
Denmark
United States
United States
Canada
Mexico
United Kingdom
United States
Japan
Netherlands
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